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We can design and make any 
kind of burner you need for 
any gas appliance. Call on us. 


Send for new Catalog on Appliance and 
Conversion Burners, and Pressure Regulators. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 
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Advantages of Kinnear 
Steel Rolling Docrs 


Rugged all-steel construction. 





Coiling upward action. 


Effective counterbalance. 

Every doorway gives you an ‘‘opening’’ for more efficient . : r 

traffic and materials-handiing, shipping or warehousing. Flexible interlocking steel-slat 

Just install sturdy, dependable KINNEAR Steei Rolling construction. 

Doors. They feature an all-metal door curtain of rugged, . 

flexible, interlocking slats. The curtain coils compactly Motor hy pers and remote 

overhead, clearing the opening completely, saving wall and control if desired. 

floor space, and remaining out of reach of damage when J[ydividually engineered § for 
» open. For additional advantages of quick, labor-saving, each opening. 

push button control, KINNEAR Motor Operators may be 


added. Many others. 

THE KINNEAR MANUFACTURING COMPANY 
2060-80 Fields Avenue Offices and Agents 1742 Yosemite Avenue 
Columbus 16, Ohio in All Principal Cities San Francisco 24, Calif. 
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f ae need which many public utility 
companies are experiencing for ad- 
ditional revenues to offset higher operat- 
ing costs is not a simple problem. This 
economic situation, following so close on 
the heels of such a long period of down- 
ward rate trends in all utility industries, is 
going to require considerable explanation, 
not only to the regulatory authorities but 
to the consuming public. 


Our esteemed contemporary, Teleph- 
ony, recently put this problem of pub- 
lic relations in the following language 
(with respect to a large number of pend- 
ing telephone rate increase applications) : 


Somehow the idea has gotten launched in 
the public’s mind that telephone companies 
and other public utilities are, or should be, 
immune from the laws of economic supply 
and demand which govern the prices of other 
commodities. They think that somehow the 
telephone company should go on serving 
them at the same rate for the next twenty- 
five years—for no better reason than the fact 





© Harris & Ewing 
NELSON LEE SMITH 
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the Editors 


that they have kept the same rates for the 
last twenty-five years. 

Sometimes the very same people who 
sympathized with and encouraged the paying 
of higher wages in the telephone industry 
during the strike trouble last spring are cry- 
ing the loudest in protest against rate in- 
creases. They think the company’s payroll 
should go up but that its revenues should 
stay down. Any inconsistency does not occur 
to them. 

Just why is this? The answer is both 
simple and plain. The public has been ex- 
posed to antiutility and antibusiness propa- 
ganda for years. The utility companies, in- 
cluding the telephone companies, have not 
been able to counteract this hostility. 


RK reasons which are apparent to any- 
one conversant with the economics of 
the various public utility industries, tele- 
phone companies are feeling the pressure 
for an increase in rates right now more 
than the other utility groups. But the 
transit companies are not far behind and 
the gas utilities, particularly those in the 
East which have not yet had the advan- 
tage of expanding operations more re- 
cently peculiar to the natural gas influ- 
ence, are beginning to follow suit. 


Even the electric utilities, in some 
localities, are beginning to show some re- 
flection of the effect of rising operating 
costs on revenues derived from present 
rate levels. Just a few days ago the 
Potomac Electric Power Company, serv- 
ing Washington, D. C., with one of the 
lowest rates in the country for many 
years, asked the public utilities commis- 
sion of the District for permission to dis- 
continue setting aside a reparation re- 
serve as an alternative to the company 
seeking an outright increase in rates. In 
short, these are all signs of the times— 
signs which indicate that we probably 
have passed the rock-bottom level for all 
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utility rates and that for the immediate 
future the tendency will be upward. 


TuIs naturally will put some political 
pressure on the regulatory commissions. 
Rate increases are never popular and it 
is a strong temptation for politicians to 
seek public approval by either resisting, 
or seeking to have those with regulatory 
authority deny, petitions for increased 
rates, aside from the merits of the eco- 
nomic issues and the consequences in- 
volved. 


THERE is refreshing evidence that 
regulatory commissions are sensitive to 
their responsibility — a responsibility 
which has become far more grave in the 
light of the Supreme Court decisions plac- 
ing all such rate matters pretty much 
under the discretion of the regulatory 
commissions. In this issue we have an 
interesting appraisal from a most authori- 
tative source, of this responsibility of the 
regulators in present-day rate making. It 
is the opening article on that subject by 
CHAIRMAN NELSON LEE SMITH of the 
Federal Power Commission, and is, in 
effect, the substance of CHAIRMAN 
SmiTH’s recent address before a closed 
meeting of the section of public utility 
law of the American Bar Association at 
its 1947 convention in Cleveland. 





ORN in Baltimore in 1889, CHAIRMAN 

SMITH graduated from Dartmouth 
College (AB, ’21) and the University of 
Michigan (PhD, ’28). He returned to 
Dartmouth College to teach economics 
and was a professor at that institution 
when in 1933 he was appointed to the 
New Hampshire Public Service Com- 
mission. During the war he served as 
chairman of a special board investigating 
transportation. economics, and was ap- 
pointed by the late President Roosevelt 
to membership on the Federal Power 
Commission in 1943. He was elected 
chairman of the FPC last December. 


CHAIRMAN SMITH always has been ac- 
tive in regulatory matters generally, 
especially in connection with the National 
Association of Railroad and Utilities 
Commissioners. He is the author of 
various articles and reviews in the field 
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R. C. SIMPSON 


of transportation and public utilities. 


* * * * 


NOTHER article in this issue was in- 
A spired by a speaker at the recent 
Cleveland convention of the American 
Bar Association. He is IvAN BOWEN, 
chairman of the special labor committee 
of the ABA Section of Public Utility 
Law. Mr. Bowen, whose article on the 
application of the Taft-Hartley Act to 
utility strikes begins on page 631, is a 
distinguished member of the Minneapolis 
bar and a well-known expert on railroad 
and utility regulatory matters. 


ok * * 


C. Simpson, the author of another 
* analysis of the new labor law (page 
636) is the chief industrial relations 
counselor to Gilbert Associates, Inc., 
New York engineering and consulting 
firm. Mr. SIMPSON was trained as a law- 
yer, but following World War I service 
with the AEF in France and Germany 
he entered the field of labor relations and 
has specialized in service to public utili- 
ties of all types ever since. He joined his 
present organization in 1941. 


THE next number of this magazine will 
be out November 20th. 
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audility Quseome” 


Like This Friendly. 


‘One-Stop’ Service! 


eEmployees, too, are enthusiastic about Remington Rand’s method 
of centralizing customer contacts and customer records for quick, 
decisive handling of business .. . privately .. . with the customer com- 
fortably seated, and all necessary facts available over intercom phone. 
The desk is of special design providing knee room for the visitor. 


of Centralized Customer Contacts and Records...a 

system that utility customers praise warmly, because it 
does away with red tape, standing in line, and the annoyance 
of being shuttled from one desk or department to another. 
Any customer request, whether it’s regarding service con- 
nection, service interruption, a duplicate bill or adjustment, 
is handled completely—at the initial point of contact— with- 
out the employee having to leave the customer or the tele- 
phone for any purpose. 


This system has been tailored to fit the individual require- 
ments of more than one hundred electric, gas and water 
utilities throughout the United States. Our specialists install 
it—complete with employee training—without interfering 
with your office routine. Get further information about this 
proven approach to better customer relations, better em- 
Ployee relations and sound, economical operation. Write to 
Public Utilities Systems Dept., 315 Fourth Ave., New York 10. 


T* Is an over-all picture of Remington Rand’s system 











CUSTOMER SERVICE RECORD 





CUSTOMER ACCOUNTING RECORD 











This page is reserved under the MSA PLAN 


(Manufacturers Service Agreement) 








In This Issue 


In Feature Articles 


Present-day aspects of rate making, 613. 
Present state of regulatory law, 614. 
New commission freedom, 615. 
Treatment of depreciation, 617. 

Fair rate of return, 619. 

Allocation of cost and investment, 620. 
Promotional rate policy, 622. 

Rate for the ultimate consumer, 624. 
Substantive rule making, 626. 


Responsibility of the commissions, 627. 


Will the Taft-Hartley Law stop utility strikes, 


631 
Outlawing the closed shop, 633. 
Crossing picket lines, 634. 


A look at the new labor law, 636. 


Prohibition against industry-wide bargaining, 


637 
Arbitration of labor disputes, 639. 
Power to harm, 641. 
Farm power conferees see big job ahead, 643. 


Basic idea behind farm power conference, 644. 


* 


In Washington and the Utilities 


Secretary Krug reports, 646. 
A deficient deficit, 647. 
FPC troubled with gas, 648. 


* 


In Exchange Calls and Gossip 


USITA men see bright future, 649. 
AT&T $9 dividend due again this year, 651. 


In Financial News 


Commonwealth & Southern plan stresses in- 
trinsic value, 652. 

Standard Gas & Electric plans, 653. 

New securities offered for cash (chart), 655. 


© 
In What Others Think 


Watchwords at AGA convention—“progress” 
and “responsibility,” 656. 


* 


In The March of Events 


ABA utility section, 664. 
Permanent FEPC “detestable,” 665. 
FPC extends filing time, 665. 
SEC rejects plan, 665. 

News throughout the states, 666. 


ss 


In The Latest Utility Rulings 


Cost basis may speed action on utility rate in- 
creases, 669. 

Destruction of property does not end service 
obligation, 670. 

Stock purchases not always a bar to officer 
participation in reorganization, 670. 

Exemption from provisions of Holding Com- 
pany Act granted to holding company, 671. 

Taxicab competition authorized, 672. 

Higher rate on large-package service, 672. 

Rate differences for handsets eliminated, 672. 

Air carrier awarded certificate over competi- 
tor’s objection, 673. 

Burden of proof shifted by late mailing of 
complaint, 673. 

Tax clause must not raise rates without notice, 


Miscellaneous rulings, 674. 





PREPRINTS FROM PUBLIC UTILITIES REPORTS 


Various regulatory rulings by courts and commissions reported in full text, 
pages 65-96, from 70 PUR NS 


NOV. 6, 1947 











= 











November 6, 1947 Public Utilities Fortnightly 











CRESCENT 


Mahes Many Types of 
ELECTRICAL WIRES & CABLES 


Imperial Neoprene 
Portable Cords 
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Wires and Cables 


Varnished Cambric 
Lead Encased Cable 


Parkway Cable— 





All Types 
Annunciator Wire & Cable Elevator Control Cable PERMACORD 
Armored Ground Wire Fire Alarm Cable Power Cables 
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CAESCOnD Rubber Jacketed co jacketed Telephone Wire & Cable 
CRESFLEX Non-metallic Sheathed IMPERIAL Welding Cable Trench Cable — 
Cable IMPERVINOL Trenchwire Wea Sherprect Wire & Cable 
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Former president, National Asso- 
ciation of Manufacturers. 
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Writing in The New York Times. 


Epitor1AL STATEMENT 
The Nebraska Codperator. 
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General manager, National Machine 
Tool Builders’ Association. 


Epitor1AL STATEMENT 
The Wall Street Journal. 
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Former governor of New Jersey. 
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Professor, Harvard University 
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Remarkable Remarks 


“There never was in the world iwo opinions alike.” 








—MOoNTAIGNE 





“Let us seek to be economic statesmen rather than mere 
businessmen.” 


> 


“Intensified vigilance, not relaxation, is the formula for 
lasting prosperity.” 


¥ 


“We must guard against the insatiable appetite of gov- 
ernment to assume more and more power.” 


> 


“The instinct of survival inherent in privilege and power 
has nowhere been more apparent than in government 
itself.” 


> 


“More and more cooperators are getting the vision of 
the cooperative movement as an economic regulator to 
break the power of trusts and monopolies.” 


* 


“Machines make life easier for everyone. Machines have 
shortened hours, raised wages, and made it possible to 
manufacture more goods for more people at lower cost.” 


* 


“The people are not experts and the men they elect are 
not experts—except at getting elected—but for more than 
a century and a half the system has worked pretty well.” 


“Our political institutions are not, in 1947, substantially 
different from those we had in 1847. Except for the 
public opinion polls, I cannot think of any important 
political invention to improve the processes of self-gov- 
ernment that has appeared since 1847.” 


> 


“Only recently have graduate schools in their infancy 
grown up to teach learned men the real science and art 
of government. Even more needed is an oath that will 
mean more than the present oath of allegiance to our 
flag to bind our legislators and political leaders to high 
ethical standards.” 
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RUST-OLEUM gives lasting protection 


Ke Cuts 
maintenance 


3W 


1. Apply Directly Over Rust 
Wirebrushing to remove scale and dirt 
is all that is necessary. Any rust left 
is eliminated when Rust-Oleum is 
applied. Avoid cost of sandblasting 
or chemical rust cleaners. 


2. Quick and Easy To Apply 

Brush, dip or spray. Rust-Oleum goes 
on quickly without professional equip- 
ment or labor. No brushmarks...flows 
out completely self-leveling. On aver- 
age jobs, 25% of normal time is saved. 


3. Costs Less Per Square Foot 

Material cost is less than 1-cent per 

square foot. Lasts 2 to 10 times longer 

om ordinary materials. Excellent 
ecorative appearance and superior 

performance. 


Costs 


Rust-Oleum is the modern, quick, low-cost way to stop and prevent 
rust on iron and steel surfaces of buildings, towers and other equip- 
ment. Many public utilities use Rust-Oleum. It adds years of extra 
service to all metal. Rust-Oleum can be applied over metal already 
rusted. It penetrates rust...incorporates it in the film...and forms a 
tough, durable, elastic coating that defies rain, snow, dampness, fumes 
and other rust-producing conditions. It may be applied over clean 
metal or on surfaces previously painted which are sound. There are 
Rust-Oleum products for interior or exterior uses. Complete engineering 
service is available. A demonstration by a qualified specialist at no 
cost or obligation can be arranged promptly to show you how Rust- 
Oleum can reduce maintenance costs and constantly protect your large 
investment in buildings and equipment. All colors and aluminum. 


RUST-OLEUM corporation 


2457 Oakton Street, Evanston, Illinois 


Please send mea free copy of the new Rust-Oleum Catalog showing 
color selection and recommended uses. 


Name 
Company. 
Addre 


Town 
0 Check here for name of nearest distributor. 
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Don G. MITCHELL 
President, Sylvania Electric 
Products, Inc. 


Henry Forp II 
President, Ford Motor Company. 


Harry A. WHEELER 
President, Railway Business 
Association. 


Excerpt -from Business Action, 
weekly report of the U. S. 
Chamber of Commerce. 


Emit SCHRAM 
President, New York Stock 
Exchange. 


LAWRENCE FERTIG 
Writer of economic affairs. 


EprrortaL STATEMENT 
The New York Times. 


M. E. CoyLe 
Executive vice president, General 
Motors Corporation. 
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“Big business on the whole is good business.” 


> 


“Though these are confusing times, it does us no 
good to be consumed by worry. Instead, we better sort 
out the problems in a businesslike way and get after the 
ones we can do something about.” 


a 


“In all the countries which have adopted Socialism as 
their form of government, nationalization of transporta- 
tion and methods of communication is the first step to 
taking over of other basic industries.” 


aa 


“Soon after the cessation of hostilities, majority British 
opinion seemed to see in nationalization of the mines a 
solution of the fundamental problem of coal production. 
As a psychological stimulus, however, nationalization—or 
socialization—is proving a dismal failure.” 


* 


“For the past fifteen years we have done such a gooil 
job of socializing the income of this country that we are 
gradually drying up the normal sources of equity capital. 
The pressing demand for taxes has blinded our perspec- 
tive and we may kill the proverbial goose.” 


¥ 


“If we continue to raise money wages so far ahead 
of our production, then the money which workers receive 
will turn out to be phony money. The purchasing power 
of money will continually decrease and practically no one 
will escape the evil consequence of this inflation.” 


> 


“Under the complex conditions of modern life all eco- 
nomic systems are inevitably, necessarily, and properly 
subject to ‘restrictions.’ The real test is whether the re- 
strictions are such as to encourage or discourage healthy 
enterprise, increasing production, and the achievement of 
a high standard of living.” 


> 


“There is no greater contribution we could make to the 
national economy than to require our elected national, 
state, county, and city officials to adopt an economical 
program of administration, together with a major tax 
reduction. We must remember they are our servants, and 
we are not theirs. It is our money, taken from us in taxes, 
that they are spending.” 
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Engineered for Power Station Needs 


EXIDES are always ready for in- 
stant action. They are engineered 
to meet the varying battery require- 
ments of power station operations. 
Exide makes several types of stor- 
age batteries. These batteries, 
through proved performance for 
over 50 years in central station 
work, have earned the confidence 
of utility engineers everywhere. 
When you buy an Exide you are 
buying the utmost of storage bat- 


tery dependability, long-life and 
ease of maintenance. 

Whatever your storage battery 
problems may be Exide engineers 
will be glad to help you work 
them out. 


Ex10¢ 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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Impressive are the statistics B&W could quote: number of 
boilers in service, records of long service life, and low costs of 
steam in utility and industrial plants everywhere . . . 

But more important are the advances, born of B&W research, 
that make the figures possible, that explain the broadening 
preference for B&W Boilers wherever the quest for lower power 
cost is pursued. 

Through developments that B&W pioneered, power plant 
designers, engineers, and operators secure today the advantages 
of furnaces that efficiently burn, in one unit, a wider range of 
fuels than has been possible heretofore. 

Continuous operation at full load is provided by good burner 
design and selection of furnaces of proper shape and size and 
having suitable wall constructions. Efficient operation of boiler, 
superheater, and economizer surfaces is maintained through 
adequate provision for automatic soot blowers. Developments 
of several types of attemperator control and proper location of 
superheaters provide a superior control of steam temperatures. 

Most: important, though: B&W research continues . . . to be 
reflected in the still more favorable operating statistics of to- 
morrow. B&W engineers are ready when you are to discuss 
future power plans. 

6-365T 





BABCO 
& WILCODE, 
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Send for free, illustrated booklet 
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Many utilities throughout the country have statistics of this type prepared for them, 


outside their own offices, on equipment especially designed for th 


Note the various tabulations that have been made for each kilowatt hour—from 0 to 
Through th 


DATA OF THIS TYPE—analyzing a utility’s bills—often discloses certain trends which 
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are of considerable value in planning rate and promotional programs. 
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SANGAMO DEMAND INSTRUMENTS 


OF USE... 








Buivinc commercial load on the basis 
ouraging longer hours of use yields the moximum return on investment. Rates in- 


















2 corporating measured demand also make the economies of added energy use 


“apparent to the customer. While the greatly increased popularity of modern | 





appliances offer considerable possibilities in this direction, they also create 4 
oblem of new, unknown peaks; With measured d d, all g ork 
to these peaks and their effect on adequate return on fixed costs: i 
seliminated. Demand is measured simply, accurately, and economically # 
yy Sangamo Lincoln-Type JW Combinction Watthour-Demand Melis 


This type of meter is but one of an extensive line _§ ; 
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» PREFABRICATED PIPING 






ERE IS GRAPHIC PROOF of one of the many rea- 
sons why the welds on Grinnell Prefabricated 
Piping ‘are clean and flawless. With roll welding the 
operator can work to better advantage because the 
most accessible welding position is maintained. 
Also welding bead can be cleaned during rotation. 
Grinnell shops are equipped with hundreds of 
such aids to better welding — jigs, turntables, ad- 
justable fixtures and positioners . . . all manned by 
qualified welders, each a specialist in his type of 
work, 

Correct welding is but one of many reasons why 
engineers everywhere rely on Grinnell for prefab- 
ricated piping. They know they can be sure of ex- 
pert interpretive engineering and laboratory re- 
search, modern fabricating facilities and rigid in- 


spection. 

Branch Warehouses 
Kansas City 16, Mo. 
Los Angeles 13, Cal. 
Milwaukee 3, Wis. 


Atlanta 2, Ga. 
Charlotte 1, N.C. 


Chicago 9%, Ill. St. Louis 10, Mo. 


Cleveland 14, 0. Minneapolis 15. Minn. St. Paul, Minn. 
Cranston 7, R. 1. New York 17. N. Y. San Francisco 7, Cal. 
Houston 1, Tex. Oakland 7, Cal. Seattle |, Wash. 


LEY awe ur 


with this rotating welding fixture... 


Philadelphia 34, Pa. 
Sacramento 14, Cal. 





by GRINNELL 


es —_ 
ee eS % 





i 


Summed up, Grinnell Prefabricated Piping as- 
sures quality and economy because of one source 
for design and fabrication; pretesting and approval 
before shipment; only completed assemblies are 
billed and at predetermined prices; delivery sched- 
ule can be predetermined but kept flexible; field 
assembly time is materially reduced. Write for 
booklet, “Prefabricated Piping by Grinnell”. 


GRINNELL COMPANY, INC. 
Executive Offices, Providence 1, R. I. 


Pipe Fabrication Plants 
Cranston, R. I. © Atlanta, Ga. © Warren, Ohio 


GRINNELL 


WHENEVER PIPING IS INVOLVED 
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{ Georgia Telephone Association ends convention, Atlanta, Ga., 1947 
© American Water Works Association, North Carolina Section, ends mecting, @ 
Greensboro, N. C., 1947. 
© Pennsylvania Electric Association, Communications Committec, begins meeting, Balti 
more, Md., 1947. 
© Alabama Independent Telephone Association ends convention, Montgomery, Ala., 1947. 
© Mid-Southeastern Gas Association ends meeting, Raleigh, N. C., 1947. 
€ American Gas Association, Hlome Service Committec, will hold meeting, Chicago, HL, 
Jan, 21-24, 1948. 
© Kighth International Heating Ventilation Expositi« will be held, New York, N. Y., 
Feb. 2—6, 1948. 
© Missouri Telephone Association begins convention, Jefferson. City, Mo., 1947. 
© American Water Works Association, Virginia Section, ends meeting, Roanoke, Va., 1947 
© 





€ 


South Carolina Telephone Association begins convention, Columbia, S. C., 1947. 


Imerican Institute of Electrical Engineers ends Midwest general meeting, Chicago, 


Iil., 1947. 








imerican Water Works Asociation, New Jersey Section, ends mecting, Atlantic City, 
7 7. 








West Virginia Public Utilities Association will hold mecting, Hot Springs, Va., Nov. 
21, 22, 1947. 


American Institute of Steel Construction begins annual convention, Miami Beach, 
Fla., 1947. 











onsin Utilities Association, Gas and Electric Sections, Commercial and Technical 
‘sions, begin joint convention, Milwaukee, Wis., 1947. 





————— —— ——I 
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Courtesy, Southern California Edison Company 


Energy from the Eternal Snows 


Waters of the San Joaquin river cascade over a dam in the high 
Sierras. Melting snow can be credited as the predominant 
source of the flow. Held in reservoirs, the water is grad- 
ually released for the generation of electric power. 
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Present-day Aspects of Rate 
Making 


An analysis of current problems and developments in the 
technique and philosophy of utility rate making, in which the 
FPC has been most actwe and its contributions most important. 


By THE HONORABLE NELSON LEE SMITH* 
CHAIRMAN, FEDERAL POWER COMMISSION 


UTSTANDING among the devel- 
6) opments in the field of rate 

making to which the Federal 
Power Commission, together with cer- 
tain of the state commissions, has con- 
tributed in recent years is the trend 
toward the general acceptance of the 
net investment rate base, as dis- 
tinguished from the complexities of 
the “fair value” doctrine established in 
Smyth v. Ames.’ It is worth while to 
draw attention to the progression of 
the judiciary toward what may be 
termed more of a laissez-faire policy 


*For personal note, see “Pages with the 
Editors.” 
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with respect to the determination of 
the rate base because of what this may 
portend regarding future patterns of 
public utility rate making. 

When it decided Munn z, IIlinois,* 
the Supreme Court seemed to view the 
regulation of rates as a legislative, and 
not a judicial, prerogative. However, 
the court swung toward a review of the 
rate-making process in the Railroad 
Commission Cases of 1886," and to the 
pronouncement, in Chicago, M. & St. 
P. R. Co. v. Minnesota,* that the rea- 
sonableness of charges for services is 
“eminently a question for judicial in- 
vestigation, requiring due process of 
NOV. 6, 1947 
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law for its determination.” By the 
court’s extension of the due process 
principle to protection against substan- 
tive as well as procedural irregularities 
by administrative agencies, that deci- 
sion opened the door to what has been 
called the judicial veto of economic 
legislation.’ The stage was thus set 
for what Mr. Justice Frankfurter so 
aptly termed the “hodge podge” of the 
rule in Smyth v. Ames eight years 
later. Although the court subsequently 
narrowed the range of uncertainty, the 
reproduction cost theories stemming 
from that case were not abandoned en- 
tirely until the Hope * decision in 1944. 
This completed the cycle from judicial 
abnegation of rate-making control in 
1877, through very substantial occupa- 
tion of that sphere in 1898, and back 
again to its present withdrawal from 
judicial supervision of rate base 
determination. 


HE course over which the Supreme 

Court journeyed in the return to 
its disavowal of judicial domination 
over methods of determining utility 
charges was marked by persistent at- 
tempts by regulatory agencies to obtain 
approval of the net investment prin- 


ciple. In those efforts the Federal 
Power Commission had a very im- 
portant part. It had made use of the 
net investment rule originally in con- 
nection with the accounts of licensees 
under the Federal Water Power Act of 
1920, which in 1935 became Part I of 
the Federal Power Act. That statute 
prescribed that the net investment in 
licensed projects should be used as the 
acquisition price in the event of ac- 
quisition by the United States at the 
end of the license period, and also for 
rate making and the control of security 


NOV. 6, 1947 


issues when subject to Federal 
authority.” This standard has since 
been followed by the commission in the 
exercise of its statutory rate-making 
authority over interstate wholesale 
sales of electricity and natural gas.* 

Meanwhile, the state commissions 
had not remained quiescent under the 
prevailing fair value doctrine. Among 
the state commissions which had advo- 
cated the net investment rule were 
those of Massachusetts, California, 
New York, and Pennsylvania.® And 
the Federal Power Commission had 
upon occasion given such assistance as 
it could. Thus, in 1937, it had filed a 
brief amicus curiae and had partici- 
pated in oral argument on behalf of the 
California commission in Railroad 
Commission of California v. Pacific 
Gas & E. Co.,! wherein the state com- 
mission sought to sustain a valuation 
which excluded reproduction cost. 
Similar action was taken in 1939 in 
Driscoll v, Edison Light & P. Co.™ 
wherein endorsement of the invest- 
ment principle was sought. 

The judicial formula was relaxed 
substantially by the Natural Gas Pipe- 
line Company decision of 1942.¥ 
Finally came the complete rejection of 
the fair value rule in the leading Hope 
Case,™ and later in the Panhandle 
Case," giving judicial sanction to the 
use of a net investment rate base ap- 
plied in such a manner as to yield fair 
and reasonable results. 


Present State of Regulatory Law 
A matters stand today, then, the 
economic merits of the rate base 
are not of concern to the reviewing 
court unless refusal to give proper con- 
sideration to the fair value of prop- 
erties will prevent the company from 
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operating successfully as a public util- 
ity. This, at least, is the view expressed 
by the tenth circuit court of appeals in 
the recent Cities Service Case.” To the 
same effect is the holding of the court 
of appeals for the District of Colum- 
bia in the Potomac Electric Power 
Case,* decided in November, 1946. 
The propriety of excluding evidence of 
present value is no longer debatable. 


Me and more state commissions 
appear to have taken advantage 
of the new freedom implied in the “end 
result” doctrine, a recent illustration be- 
ing the action of the Wisconsin com- 
mission in Two Rivers v. Common- 
wealth Teleph. Co.” In that instance 
the commission ordered a rate reduc- 
tion of $10,000 annually without de- 
termining either a rate base or any spe- 
cific rate of return. Citing the Hope 
Case as authority, the commission 
said : 


. .. aS We View it, the relationship between 
the net profits which any rate schedule will 
afford and whatever might properly be sub- 
stituted for fair value as the proper equiva- 
lent of a rate base . . . no longer constitutes 
a valid test as to either the legal validity or 
the reasonableness of the rates specified in 
that schedule. We do not mean that such a 
relationship is without importance or value 
in determining or viewing the reasonable- 
ness of utility rates. But it does not con- 
stitute the sole criterion as to either the 
legality or the reasonableness of such rates, 
and is merely one among several other facts 
which are properly considered by regulatory 
authority in arriving at rates that are, on the 
whole and in view of all relevant facts as 
shown, reasonable. 


HILE it seems clear that the recent 

decisions have freed administra- 
tive agencies from the shackles of the 
valuation methods which had hitherto 
diverted—as Professor Hale has put 
it *—“the time, attention, and funds 
of regulatory agencies out of their 
proper channels into one of the most 
unreal fields of speculation in which 
the minds of metaphysicians have dis- 
ported themselves since the days of the 
medieval schoolmen,” this certainly 
does not mean that commissions have 
thereby been given license to range at 
will over public utility rate structures 
in an excess of zeal and without regard 
to the reasonableness of their actions. 
Notwithstanding present judicial tend- 
encies to sustain expert administrative 
action if supported by “substantial 
evidence,” it is safe to say that the “end 
result” doctrine must be interpreted by 
the regulatory commissions as increas- 
ing, rather than diminishing, their 
burden of responsibility to achieve 
equity in their rate and revenue adjust- 
ments. It is a measure of procedural 
discretion that they have been granted, 
in the exercise of their informed judg- 
ments, not liberty to disregard or to as- 
sume lightly their obligation to see to 
it that investors as well as customers 
are treated fairly. The fashion in 
which they assume and discharge their 
dual responsibility under the “new 
freedom” — particularly during these 


e 


is that of insuring to the ultimate consumer the benefits of 


q “OnE further current problem in the field of rate making ... 


such reductions of interstate wholesale rates as may be 
ordered. Since local distribution is excluded specifically from 
the authority of the Federal Power Commission, it cannot 
itself require that reductions of wholesale rates be passed 


along.” 
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days of cheap money and rising prices 
and costs—is bound to receive careful 
scrutiny. Should they fail to recognize 
and fully measure up to this larger 
responsibility they may certainly expect 
the courts, the legislatures, or both, to 
assert themselves in corrective action. 
This, I think, must be a consideration 
of first importance in any thinking 
about problems of public utility rate 
making at the present time. 


Ww the rejection of the fair value 
standard and the general accept- 
ance of net investment, or cost, as the 
primary measure of the rate base, there 
is still the question as to what deduc- 
tions should be made for accrued de- 
preciation and other capital outlays 
that already have been amortized.” 
For example, shall reaccounting be 
permitted, particularly in connection 
with costs originally charged to ex- 
pense but later sought to be included 
as capital outlays for rate case pur- 
poses? This question arose in the 
Hope Case, where the company 
claimed approximately $12,600,000 
for well-drilling expenses incurred 
and currently charged to operating 
expense from 1898 to 1923, when the 
West Virginia commission required 
the capitalization of such expenditures. 
Although the commission’s system of 
accounts now requifes capitalization 
of the costs of drilling productive 
wells it refused, in accordance with 
the overwhelming weight of authority 
and regulatory practice, to permit the 
inclusion in the rate base of amounts 
previously charged to expense in the 
exercise of managerial discretion.” 
Another question arises in connec- 
tion with the treatment to be given in 
rate cases to differences between the 


“original cost” and the recorded 
“book cost” of property. Where such 
differences represent mere inflation or 
write-ups, properly includible in the 
plant adjustment account, no real prob- 
lem exists. The commission customar- 
ily requires the immediate writing off 
of such items and gives no recogni- 
tion to them in determining the invest- 
ment rate base. Where, however, the 
differences represent legitimate arm’s- 
length cost to the owner, and therefore 
are properly included in the acquisition 
adjustment account, the problem is 
more difficult. 


Gre items are required to be “de- 
preciated, amortized, or otherwise 
disposed of, as the commission may 
approve or direct.” Ordinarily they 
have been required to be amortized 
over a period of not more than fifteen 
years through charges to income. In 
sustaining the commission’s account- 
ing orders, the courts to date, appar- 
ently guided in this respect by the de- 
cision in the American Telephone 
Case," have treated the question as 
one of accounting only.™ Thus, the 
classification, and perhaps the disposi- 
tion, of an item in the acquisition ad- 
justment account may not necessarily 
govern its treatment in connection 
with the determination of the invest- 
ment rate base. 

Thus far the commission has not 
been required to deal with the matter 
of acquisition adjustments as a prac- 
tical matter in a formal rate case. As 
a matter of fact, less than 5 per cent 
of the electric plant of utilities ex- 
amined by the commission in its orig- 
inal cost work to date has been classi- 
fied as acquisition adjustments. Of 
some 8 billion dollars of electric plant 
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New Commission Freedom 


oy ves it seems clear that the recent decisions have freed admin- 

istrative agencies from the shackles of the valuation methods 

which had hitherto diverted [them] . . . this certainly does not mean 

that commissions have thereby been given license to range at will over 

public utility rate structures in an excess of zeal and without regard to 
the reasonableness of their actions.” 





reported in detail by 228 utilities for 
1943, only 3 per cent was so classified 
on the average. So the problem may 
not be a large one. When it arises, 
however, it will have to be dealt with 
in terms of the equities of the particu- 
lar situation, which will require analy- 
sis of the nature of the acquisition and 
of the property acquired, study of the 
circumstances of the transaction and 
of the relationships between the parties, 
and examination of public and private 
benefits involved. 


Treatment of Depreciation 


TS treatment of accrued deprecia- 
tion likewise has a most important 
bearing upon net investment for rate- 
making purposes. It is obvious that 
an exaggerated allowance for accrued 
depreciation will decrease the rate base 
out of proportion to what is reasonable, 
just as too little deduction for accrued 
depreciation results in an inflated rate 
base. 


As a practical matter, of course, 
management has the primary responsi- 
bility for determining the accrual of 
depreciation, but the commissions 
must nevertheless be satisfied as to the 
propriety of the basis upon which and 
the methods whereby such accruals are 
set up. Neither the Federal Power Act 
nor the Natural Gas Act provides any 
specific rule governing depletion and 
depreciation. The statutes merely 
authorize the commission to ascertain 
and fix “adequate rates of depreciation 
and amortization” of the properties of 
the companies regulated,™ leaving with 
the commission a wide range of discre- 
tionary authority with respect to the 
basis and method of accrual. In the 
exercise of this authority the Federal 
Power Commission has — consistent 
with its net investment concept and 
with the generally accepted view that 
depreciation reflects a true cost of util- 
ity service in-terms of service life con- 
sumed, which is necessary to maintain 
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the integrity of the investment*— 
favored the cost basis and straight-line 
method of accrual. 


i was not until the Illinois Central * 
and Knoxville® cases of 1907 and 
1909 that the United States Supreme 
Court dealt with depreciation. As you 
know, for a time the judicial concept 
of the depreciation base was confused 
under the leading case of United R. & 
Electric Co. v. West,®? decided in 
1930, “when demand for ‘reproduc- 
tion’ or ‘fair value’ as a rate base was 
in its heyday.’”** However, when the 
Supreme Court in the Hope Case in 
1944 expressly overruled the United 
Railways Case, and authorized the 
computation of depreciation on an 
original cost basis, the court again 
completed a cycle in which it had at one 
time swung far over on the side of 
reproduction cost but eventually re- 
turned to the more sound cost basis. 
This, of course, was in line with the 
treatment long prescribed by many 
state and Federal commissions, includ- 
ing the Federal Power Commission, 
and advocated by the committee on de- 
preciation of the National Association 
of Railroad and Utilities Commis- 
sioners. 

Depreciation is an economic prob- 
lem, requiring a realistic estimation of 
service lives and the accrual of reserves 
on this basis, rather than reliance upon 
mere “observation” of so-called “per 
cent” condition of the property and the 
setting aside of “retirement reserves.” 
The straight-line method of providing 
for depreciation is simple and con- 
servative because it does not defer the 
accrual of the reserve until it may be 
too late, as a practical matter, to re- 
cover the capital which has been used 


up in rendering the service. Properly 
applied, and with adequate recognition 
of the function of continuing studies 
of property and retirements to correct 
service-life estimates, the straight-line 
method is not lacking in the necessary 
element of flexibility to reflect chang- 
ing conditions and more complete 
knowledge. There is today a marked 
trend toward its general adoption for 
accounting, financial, and regulatory 
purposes. According to studies made 
by the Federal Power Commission of 
some 75 per cent of the privately 
owned electric utilities, slightly more 
than 52 per cent of this group used the 
straight-line method, as against only 
15 per cent of those surveyed in 1937. 


HATEVER the method of accrual, 
however, the most important 
consideration in connection with the 
treatment of depreciation in rate mak- 
ing is that its treatment be consistent— 
i. e., that the same standards govern 
the allowance for annual expense and 
the deduction in determining the rate 
base. Otherwise the consumer may be 
doubly burdened by payment for both 
the return of capital and a return on 
the same capital which he has, in ef- 
fect, provided. The importance of this 
consistency of basis and method be- 
tween the treatment of annual and ac- 
crued depreciation has been empha- 
sized particularly by the depreciation 
committee of the NARUC and is being 
insisted upon increasingly, not only by 
the Federal Power Commission, but 
also by numerous state regulatory 
agencies.®® 
The transition from “retirement re- 
serve” accounting to provision for de- 
preciation on an adequate straight-line 
basis is a matter requiring careful con- 
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sideration of the history and equities 
of the particular situation.** It may be 
noted, in passing, that arbitrary action 
in this respect has been avoided by the 
Federal Power Commission ™ and by 
the state commissions generally. Mean- 
while, the electric utilities, taking ad- 
vantage of favorable economic condi- 
tions, appear to be making real prog- 
ress in building up their depreciation 
reserves with a minimum of burden 
on both the investor and the consumer 
interest. Such reserves increased from 
about 14 billion dollars at the end of 
1937 to more than 3 billion dollars at 
the close of 1945, with a total of about 
34 billion dollars now indicated by the 
end of 1947.% This improvement is 
mentioned here because it is a factor of 
real importance in the strong financial 
position and credit standing of the in- 
dustry at this time. 


Fair Rate of Return 


Ww" the net investment deter- 
mined as indicated above, the ap- 
plication of a fair rate of return to that 
rate base still seems required to give 
substance and measurement to the rea- 
sonable “end result” established by the 
court in the Hope Case as the standard 
of proper administrative action. In- 
deed, simplification of the process of 
rate base determination is likely to re- 
sult in a reduction of the disproportion- 
ate emphasis heretofore placed on that 
element and in appropriately greater at- 


tention to the equally important factor 
in the rate equation, the rate of return. 
This must be so unless the “end re- 
sult” doctrine is to be construed as 
equivalent, merely to a formula for 
maintaining the parity of outstanding 
securities—a circular result which the 
court, in its sophistication, can scarce- 
ly be thought to have intended.* 

In applying the tests of financial 
soundness, credit maintenance, capital 
attraction, and yields on investments 
of comparable risk, which have been 
used generally by regulatory agencies 
with judicial approval, the Federal 
Power Commission has conducted con- 
tinuing research into economic and 
money market conditions and other 
relevant factors to provide comprehen- 
sive and reliable background data for 
use in rate cases in conjunction with 
historical capital cost studies of the 
individual utility. 


HE rates of return thus deter- 
mined and allowed by the Federal 
Power Commission have ranged from 
5 per cent, where the virtual guaranty 
of earnings from a licensed project 
minimized the risk, to the 64 per cent 
until recently fixed for most natural 
gas companies. None has ever been 
successfully challenged in the courts.** 
Rates of return must, of course, vary 
from time to time and from company 
to company, depending upon the at- 
tendant general and particular circum- 


e 


portant bearing upon net investment for rate-making pur- 


q “THE treatment of accrued depreciation . . . has a most im- 


poses. It is obvious that an exaggerated allowance for 
accrued depreciation will decrease the rate base out of pro- 
portion to what is reasonable, just as too little deduction for 
accrued depreciation results in an inflated rate base.” 
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stances. Thus, although formerly the 
Federal Power Commission had ordi- 
narily allowed 6$ per cent returns in 
natural gas rate cases, recently it has 
employed a rate of 6 per cent in sev- 
eral formal and informal gas rate ad- 
justments.™ 


The Reasonableness of Rates Fixed 


HILE purely economic considera- 

tions point to the desirability of 
rather frequent and sensitive adjust- 
ments of rates and returns reflecting 
changing conditions, as a practical 
matter it is necessary to recognize the 
existence of the so-called “regulatory 
lag’”’ on swings both upward and down- 
ward. This lag may and should be re- 
duced through prompt and intelligent 
action on the part of all concerned, but 
it is not likely to be eliminated entirely. 
Therefore, it is necessary that commis- 
sions in dealing with rates of return— 
as in reviewing budgets and estimates 
of operating expense—avoid undue 
emphasis upon short-term fluctuations 
as distinguished from long-run trends. 
Similarly, it is important for us all to 
keep in mind the fact that the consumer 
interest is not limited simply to the 
lowest rates that can possibly be se- 
cured; reasonably satisfactory service 
is equally important. 


Hus, the Federal Power Commis- 

sion is understandably proud of 
its record of rate reductions, which on 
a cumulative basis now aggregate 
about $7,000,000 in the electric field 
and nearly $177,000,000 for natural 
gas.** However, it is also properly 
concerned with the ability of these in- 
dustries to render adequate service to 
their customers. Their healthy finan- 
cial condition, which is in no small 


measure attributable to the policies and 
activities of the Securities and Ex- 
change Commission, bears witness to 
the fact that it has in no way handi- 
capped them in this respect. 

General acceptance of these concepts 
and procedures running to the deter- 
mination of the fair return, or reason- 
ableness of the end result, points to 
greater possibilities of rate adjust- 
ments by informal conference and 
negotiation, rather than through 
formal adversary proceedings, with 
resultant savings of time and money to 
all concerned. So far as the work of 
the Federal Power Commission is 
concerned, there are some indications 
of progress in this direction. There 
nevertheless remain difficult problems 
in the practical application of these 
over-all revenue principles to specific 
rate situations. 


Allocation of Cost and Investment 


NE of the thorniest of these prob- 

lems is that of allocating invest- 
ment and costs to particular services, 
whether for jurisdictional purposes 
or to prevent undue discrimination. Al- 
though similar situations arise in 
other fields, such as telephone rate reg- 
ulation, the problem can be well illus- 
trated by reference to the Federal reg- 
ulation of interstate natural gas com- 
panies, where it emerges in several 
forms. 

First, because of the nature and or- 
ganization of the industry and the 
limitations upon the Federal Power 
Commission’s rate jurisdiction — 
which extends only to sales in inter- 
state commerce for resale, whereas 
considerable portions of the business 
of some pipe-line companies is intra- 
state or direct to large customers— 
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Treatment of Depreciation 


CoV HATEVER the method, of accrual . . . the most important con- 

sideration in connection with the treatment of depreciation in 

rate making is that tts treatment be consistent—1.£., that the same 

standards govern the allowance for annual expense and the deduction 

in determining the rate base. Otherwise the consumer may be doubly 

burdened by payment for both the return of capital and a return on the 
same capital which he has, in effect, provided.” 





there is the problem of assigning costs 
between the jurisdictional and the non- 
jurisdictional sales. In some fields of 
utility rate making, such as telephone 
service, a common practice has been to 
make segregations of the property re- 
flecting its use — for example, as be- 
tween interstate and intrastate opera- 
tions or that required by the needs of 
individual customers—and on _ that 
basis to apportion the investment and 
operating costs. 


HE Federal Power Commission 

when confronted with this prob- 
lem has taken the view that the major 
long-distance gas pipe-line systems 
have been constructed primarily to 
serve terminal markets in large urban 
centers and that service might not oth- 
erwise have been available to inter- 
mediate customers. Therefore, it has 
used allocations of “system cost,” 
rather than attempting segregations of 
property, investment, and expenses. 
Under the cost allocation method 


usually employed by the commission, a 
division is made between constant and 
variable costs, with the constant costs 
assigned on the basis of “peak respon- 
sibility,” or demand, and the variable 
costs apportioned to the volume of 
consumption. This method was used 
when a reduction of the Denver city- 
gate rates of the Colorado Interstate 
Gas Company was ordered.” That 
order was sustained by the United 
States Supreme Court, the concurring 
opinion of Mr. Justice Jackson con- 
taining this observation: 
. .. I do not think it can be accepted as a 
principle of public regulation that industrial 
gas may have a free ride because the pipe 
line and compressor have to operate anyway, 
any more than we can say that a big con- 
sumer should have a free ride for his coal 
because the trains run anyway.*8 
The allocation of natural gas costs 
by the Federal Power Commission to 
date has involved chiefly the deter- 
mination of rates for the jurisdictional, 
as compared with the unregulated, 
business of the pipe lines. As these 
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rate levels become more reasonable, 
however, it seems not unlikely that the 
relationships among regulated rates to 
individuals or customer groups, and 
their discriminatory or nondiscrimina- 
tory character, may assume greater 
prominence. If so, it is probable that 
further examination and refinement of 
allocation techniques will become nec- 
essary. In this connection considera- 
tion may well be given to whether, in 
the case of a far-flung natural gas 
pipe-line system, the system cost 
method properly reflects the extent to 
which the cost of service may vary with 
transmission distance. 


URTHERMORE, natural gas com- 
panies commonly sell, both directly 
and for resale, so-called “interrupti- 
ble” gas, which is for the most part put 
to industrial uses. This gas is ordi- 
narily priced competitively below the 
rates for “firm” gas. The contention 
is made that such sales, by improving 
load factor, tend to bring down over- 
all average costs, and therefore are of 
public advantage so long as incremental 
costs are recovered. To determine the 
extent to which this defense of a high- 
ly promotional rate policy is sound in 
any particular situation requires fur- 
ther examination into the adequacy of 
the cost allocations, as well as consid- 
eration of the rate spread and the de- 
gree to which such sales are in fact sub- 
ject to interruption at times of peak de- 
mand. These are matters which should 
be gone into carefully by the regulatory 
agencies, state and Federal, having 
jurisdiction to prevent undue dis- 
crimination.™ 
Another major problem of current 
interest and importance concerns the 
treatment for rate-making purposes of 


natural gas produced by pipe-line com- 
panies or their affiliates, as dis- 
tinguished from that which they pur- 
chase from independent producers. 


HE provisions of the act are made 

specifically inapplicable to “the 
production or gathering of natural 
gas,” and, notwithstanding a good bit 
of recent propaganda to the contrary, 
the Federal Power Commission has 
never sought to exercise in any way 
control over either the independent 
producer or gatherer, the price of gas 
at the wellhead, or the processes of 
production and gathering even when 
carried on by pipe-line companies 
otherwise subject to its jurisdiction. 
When gas is independently produced 
and sold at arm’s length to a natural 
gas company, the price thus paid is 
charged to operating expense and al- 
lowed as operating expense in rate 
proceedings involving the rates of the 
purchaser. But when a natural gas 
company subject to the jurisdiction of 
the commission produces and gathers 
its own gas the question arises, how 
shall this gas be treated for rate pur- 
poses? More specifically, should the 
facilities used for production and 
gathering be included in the rate base, 
with an allowance for associated op- 
erating expenses and a fair return 
thereon, or should the commission find 
some means of establishing a value—a 
“field price’—for such gas, which 
would then be treated as a cost to be 
recovered in the rates ? 


HE commission has followed the 
first of these alternatives, in ef- 
fect treating the production and gath- 
ering operation, when conducted by a 
natural gas pipe-line company, as sub- 


NOV. 6, 1947 622 








Cf DW wee wee ODF OR ome wee OO eee SE lUlUee,lUEUCKSCO 


~*~, fF. Mee 


— 4 DP - OD 

















PRESENT-DAY ASPECTS OF RATE MAKING 


ject to the public utility concept for 
rate-making purposes. Thus, in the 
Canadian River Case," the investment 
in such facilities was included in the 
rate base and the over-all return was 
limited to 63 per cent. This treatment 
was sustained by a closely divided Su- 
preme Court. The majority, referring 
to the “end result” doctrine announced 
in the Hope Case, held that the act 
“does not preclude the commission 
from reflecting the production and 
gathering facilities of a natural gas 
company in the rate base and deter- 
mining the expenses incident thereto 
for the purposes of determining the 
reasonableness of rates subject to its 
jurisdiction.” Chief Justice Stone, 
in a dissenting opinion concurred in by 
Justices Roberts, Reed, and Frank- 
furter, took the position that the com- 
mission had “exceeded its jurisdiction 
and reached a result which must be re- 
jected because unauthorized by the ap- 
plicable statute.’”** Mr. Justice Jack- 
son concurred for the reason that “the 
orders in question have no immediate 
‘impact’ upon production and gather- 
ing of gas” and because of the rule laid 
down by the majority in the Hope 
Case. He nevertheless still thought it 
“a fantastic method of fixing a ‘just 
and reasonable’ price for gas,’ thus 
taking a position consistent with his 
separate opinion in the Hope Case, 
where he argued that conventional 
methods of public utility rate making 


e 


had little or no application to the nat- 
ural gas industry.“ 


HE method used by the commis- 

sion is simple and direct, avoiding 
the elements of conjecture which might 
be involved in estimating fair field 
prices, particularly in areas where in- 
dependent production is _ relatively 
small or where, as is frequently the 
case, competitive pipe-line outlets are 
few or nonexistent. And, while the 
commission’s method tends to elimi- 
nate or reduce the speculative profits 
of natural gas companies from gas pro- 
duction, at the same time its allowance, 
as operating expense, of the acquisi- 
tion cost of leaseholds, the delay 
rentals thereon while they are held in 
reserve, well-drilling and exploratory 
costs, and all royalties and other ex- 
penditures incident to the operation of 
leases—items which might not be re- 
flected in the going field price — tends 
likewise to minimize the element of 
risk in such operations. 

The bulk of the industry,” however, 
is opposed to this method, contending 
that it is contrary to the intent of Con- 
gress and that it deprives natural gas 
companies of a proper opportunity for 
profit and an incentive to the explora- 
tion for and development of gas re- 
serves. It is argued also that the re- 
striction of earnings on their own gas 
production operates to depress the 
prices paid to independent producers. 


cd 


tinuing research into economic and money market conditions 


q “ _. . the Federal Power Commission has conducted con- 


and other relevant factors to provide comprehensive and 
reliable background data for use in rate cases in conjunction 
with historical capital cost studies of the individual utility.” 
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All this is viewed as encouraging the 
waste, rather than the conservation, of 
gas, both in production stages and in 
its utilization. 


N the present state of the law the 
commission evidently is free to fol- 
low either the investment rate base or 
the “field price” method, and the ques- 
tion, which should be followed as a 
matter of sound economics and good 
public policy, continues to be a very live 
issue. It was a central theme during 
the commission’s hearings in the Nat- 
ural Gas Investigation (Docket C- 
580). A formula making mandatory 
the application of an extreme version 
of the “field price” doctrine where de- 
sired, but retaining to the natural gas 
companies the option of choosing the 
investment method if that would work 
to their advantage, is a feature of cer- 
tain proposed amendments to the 
Natural Gas Act which are now pend- 
ing in the Congress.“ The commis- 
sion’s objections to that particular pro- 
vision are a matter of record before 
the committees of the Senate and 
House. But this does not settle, on the 
merits, the broader question of which 
of these conflicting doctrines would, if 
properly and soundly applied, best 
serve the long-run public interest. 


Rate for the Ultimate Consumer 


NE further current problem in the 
field of rate making which 
should be referred to briefly is that of 
insuring to the ultimate consumer the 
benefits of such reductions of inter- 
state wholesale rates as may be ordered. 
Since local distribution is excluded 
specifically from the authority of the 
Federal Power Commission, it cannot 
itself require that reductions of whole- 


sale rates be passed along. It is—and 
should to the greatest possible extent 
remain—the function of state and 
local agencies to investigate the rev- 
enue needs and to control the retail 
rates of the distributing utilities. 
Where the situation is one of prescrib- 
ing rates for the future the problem is 
mainly one of an effective codrdina- 
tion of Federal and state regulatory 
action. In cases, however, where the 
Federal commission’s rate reduction 
orders are contested in the courts, and 
are stayed pending final adjudication, 
it may become a very complicated 
matter. 

In instances of this character the 
rates charged previously remain in ef- 
fect, with the difference between such 
rates and those ordered by the commis- 
sion ordinarily impounded in a fund 
to be disposed of subsequently in ac- 
cordance with the ultimate outcome of 
the litigation. The appeal may con- 
sume several years and the impounded 
fund may grow to huge proportions, as 
in the Panhandle Case® where it 
amounted to about $25,000,000. 


I’ and when the rate reduction order 
is sustained and made effective, 
there may be some question as to the 
disposition of the fund. Clearly it 
should not constitute an undeserved 
windfall to the local retailing utility, 
and consequently such companies fre- 
quently have agreed in advance, under 
state commission auspices, to pass 
along the savings to their customers. 
In a recent case, however, the United 
States Supreme Court held that, since 
“the rates collected from customers 
during the refund period were the law- 
ful rates, so fixed” ®° and the sums im- 
pounded had been paid by the retailing 
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Commission Responsibility 


<4 


ATE making in its present-day aspects affords to the administra- 


tive agencies a new freedom, which is at the same time a 
challenging opportunity and aweighty responsibility . ... if the regulatory 
agencies are to function effectively they will require, not simply funds 
and technical skills adequate to cope with the complicated details of rate 
making, but imagination sufficient to comprehend their broad responsi- 
bilities and firmness in the determination to bring about end results just 

and equitable to all concerned.” 





company out of its own funds, the ul- 
timate distribution of the fund was 
outside the jurisdiction of the Federal 
court, which had granted the stay and 
administered the impounded moneys, 
but must be determined by the state 
laws relating to rate regulation and 
reparation.™ 

The peculiar factual and legal as- 
pects of that case are too complicated 
to permit full discussion of its implica- 
tions here.™ If, however, it should de- 
velop generally that the only recourse 
of the ultimate customer would be 
through resort to a multitude of indi- 
vidual claims for a sort of “secondary 
reparation” the result would be a de- 
plorable and unnecessary frustration of 
the regulatory process. This has been 
recognized by many of those who are 
concerned with the effectiveness of 
rate regulation, and various expedients 
for avoiding such a situation—includ- 
ing Federal and state legislation— 
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have been proposed.™ At least one 
statute has been enacted designed to 
empower the state (Wisconsin) com- 
mission to give retroactive effect in the 
interest of the ultimate consumer to 
reductions of wholesale utility rates 
ordered by Federal authority.“ Just 
how effective such legislative action 
may be, remains to be seen. In any 
event, the problem appears to be one 
calling chiefly for the timely and ade- 
quate cordination of state and Federal 
effort—requisite for the successful 
handling of so many regulatory mat- 
ters under our dual system of 
government.™ 


| pean, I shall allude very briefly 
to some by-products of the Admin- 
istrative Procedure Act, which was ap- 
proved in June, 1946, and became fully 
effective a year later. Although the 
strict “separation of functions” is not 
required in rate making, the other pro- 
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visions of this much discussed statute 
apply in such proceedings; and, while 
it applies directly only to the Federal 
agencies, its influence would probably 
not be so closely confined, even had not 
some states enacted similar legislation. 

The Federal Power Commission 
promptly took steps to comply fully 
with both the letter and the spirit of 
the act. It has reéxamined its organi- 
zation and functioning in many im- 
portant respects and, in codperation 
with a committee representing these 
practicing before it, has promulgated 
and made effective a revised code of 
general rules of practice and procedure. 
At present there is in progress a sim- 
ilarly codperative and comprehensive 
revision of the substantive rules and 
regulations governing the administra- 
tion of both the Federal Power and 
Natural Gas acts. There are some re- 
spects in which the procedures as to 
notice and decision may be unduly 
cumbersome and time consuming, but 
such kinks as have developed can no 
doubt be ironed out in time and in the 
light of further experience and experi- 
mentation. In the main, however, the 
net result is good. 


HE chief gains, I think, have come 

in the cases of procedures, such as 
the service of “initial decisions’ and 
the use of “substantive rule making,” 
which the agencies have been free to 
utilize anyway but where the sanctions 
of the statute have provided a desir- 
able, if not a necessary, impetus. The 
Federal Power Commission, like many 
other administrative agencies, has 
often called upon interested parties and 
industry and regulatory groups for ad- 
vice and assistance in, for example, the 
development and interpretation of its 


Uniform Systems of Accounts. With 
specific legislative provision ® for such 
consultation on a quasi formal basis, 
however, already several situations 
have arisen where the commission has 
been able to utilize the rule-making 
procedure to good advantage. 

One such instance is the adoption, 
following the recent Interstate ™ deci- 
sion and after public notice and the 
receipt of comments from interested 
parties, of a rule designed to clarify 
the status of independent producers 
and gatherers of natural gas.™ It has 
been suggested that this rule may have 
been promulgated by a scheming com- 
mission in an effort to avert legislative 
action. Examination of the commis- 
sion’s statement of the rule, however, 
will show that it was issued, in the ex- 
ercise of administrative discretion, as 
an interim interpretation or declara- 
tion of policy consistent with the com- 
mission’s understanding of the con- 
gressional intent that neither inde- 
pendent producers and gatherers nor 
the prices established at the wellhead 
for their gas through arm’s-length bar- 
gaining should be subject to the juris- 
diction of the commission — all as 
previously found by the commission in 
an early leading case. Recognizing 
the uncertainty existing and the need 
for legislative clarification, the com- 
mission has proposed an appropriate 
amendment to the Natural Gas Act® 
dealing with this matter, action on 
which, as its statement clearly shows, 
it intends to continue to recommend. 
It is believed that the formal adoption 
of an interim interpretation may serve 
a useful public purpose, 

Another illustration of the value 
of the rule-making procedure is 
found in a proceeding (Docket No. R- 
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105) which is now pending before the 
commission. Part I of the Federal 
Power Act contains certain provisions 
governing the determination of net in- 
vestment, and relating particularly to 
the establishment of amortization re- 
serves, in the case of licensed hydro- 
electric projects, the interpretation of 
which is increasing in practical im- 
portance. In this situation the commis- 
sion gave notice of a substantive rule 
proposed by its staff for general appli- 
cation and has received both oral and 
written argument concerning it. Wide 
differences of opinion have developed, 
and I can hardly be expected to com- 
ment on the merits of the matter at 
this time. 

However, it is appropriate to point 
out that this type of general proceed- 
ing has the virtues of clarifying the 
problem, of showing the significance 
of the proposed rule, of affording op- 
portunity for counterproposals by all 
who may be affected—and thereby of 
contributing to a sound conclusion by 
the commission—much more adequate- 
ly than would be the case if the matter 
were to come up and be disposed of in 
terms of the limited and particular 
facts and problems presented by some 
individual adversary case. 


Responsibility of the Commissions 


R= making in its present-day as- 
pects affords to the administra- 


tive agencies a new freedom, which is 
at the same time a challenging oppor- 
tunity and a weighty responsibility. 

Regulatory commissions have been 
released from the hampering restraints 
imposed by the valuation methods of 
the past. They can utilize a rate base 
reflecting the cost of property, with 
proper and consistent deductions for 
investment which has been recovered 
at customer expense. They can employ 
rates of return realistically adjusted to 
current and reasonably foreseeable eco- 
nomic conditions. Their expert judg- 
ments concerning such technical mat- 
ters as depreciation and cost allocations 
carry great weight.“ They can, and 
should, seek improved methods and ap- 
proaches in the application of general 
principles to specific rate situations. 

But regulatory commissions need to 
remember that in their field, too, 
“eternal vigilance is the price of lib- 
erty.” 

Excessive zeal for particular points 
of view or segments of the pub- 
lic interest, without adequate oppor- 
tunity for the presentation of different 
opinions and ample evidence of fair- 
ness in consideration and decision, 
would surely lead to reversal, not only 
in the particular case but of the trend. 
Therefore, if the regulatory agencies 
are to function effectively they will re- 
quire, not simply funds and technical 
skills adequate to cope with the compli- 


7 


proud of its record of rate reductions, which on a cumulative 


q “Tuus, the Federal Power Commission is understandably 


basis now aggregate about $7,000,000 in the electric field 
and nearly $177,000,000 for natural gas. However, it is also 
properly concerned with the ability of these industries to 
render adequate service to their customers.” 
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cated details of rate making, but im- 
agination sufficient to comprehend 
their broad responsibilities and firm- 


ness in the determination to bring about 
end results just and equitable to all 
concerned. 
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(1942) 3 FPC 150, 167- 173, 44 PUR NS 1; 
Docket No. G-479, "Re Southern Nat. Gas Co. 
65 PUR NS 12, Order Reducing Rates and 
Directing Adjustments, March 30, 1946, and 
Commissioner Sachse dissenting in part; 
Opinion No. 143, Re Safe Harbor Water 
— Corp. October 25, 1946, 66 PUR NS 


32 See Federal Power Commission, “The 
Financial Record of the Electric Utility Indus- 
try, 1937-1945,” p. 5; and “Statistics of Elec- 
tric) Utilities in the United States, 1946,” p. XIV. 

33 Cf. “Why Is a Rate Base?” by Herbert 
T. Ferguson, Pusiic Utititires FortNnicHT iy, 
Vol. XXXIX, No, 13, p. 811, June 19, 1947, 

%4 There is presently pending in the third 
circuit court of appeals a review (No. 9345) 
of the commission’s opinion and order in 
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PRESENT-DAY ASPECTS OF RATE MAKING 


Docket No. IT-5914, Re Safe Harbor Water 
Power Corp. (October 25, 1946) 66 PUR NS 
212, which brings into question inter alia the 
fixing of 5 per cent as the fair rate of return. 

$5 FE.g., Re Mississippi River Fuel Corp. 
(1945) 4 FPC 340, 63 PUR NS 89; Opinion 
No. 127, Re Allegany Gas Co. (1946) 63 PUR 
NS 231; Opinion No. 129, Re Penn-York Nat. 
Gas Corp. (1946) 63 PUR NS 235; Docket 
No. G-479, Re Southern Nat. Gas Co, (1946) 
65 PUR NS 12, op. cit. 

86 As a result of formal rate proceedings 
decided through June 30, 1947. In addition, 
informal negotiations and voluntary rate fil- 
ings have brought cumulative reductions of 
more than $27,000,000 in electric and natural 
gas rates. 

87 Re Canadian River Gas Co. (1942) 3 FPC 
32, 61, 43 PUR NS 205. 

8 Colorado Interstate Gas Co. v. Federal 
Power Commission (1945) 324 US 581, 615, 
58 PUR NS 65, 87. See also Colorado-Wyom- 
ing Gas Co. v. Federal Power Commission 
(1945) 324 US 626, 58 PUR NS 94. This de- 
cision was reversed in part, and remanded for 
a clarification of the findings regarding allo- 
cated costs; subsequently it was settled by 
agreement between the commission and the 
parties. 

89 The rate jurisdiction of the Federal Power 
Commission does not extend to direct indus- 
trial sales from interstate pipe lines, which 
therefore have generally been unregulated. Re- 
cently the state commissions of Michigan and 
Indiana have asserted jurisdiction over such 
sales within those states. The Indiana com- 
mission has been sustained in the state supreme 
court, Public Service Commission of Indiana 
v. Panhandle Eastern Pipe Line Co, (1947) 
67 PUR NS 129, 71 NE 2d 117, with the United 
States Supreme Court noting “probable juris- 
diction,” May 19, 1947, 67 S Ct 1352. 

It has been held, however, that all interstate 
gas sold for resale, “including that sold for in- 
dustrial use, is subject to regulation by the 
commission,” notwithstanding the specific ex- 
emption of such rates from its suspension pow- 
er, Colorado Interstate Gas Co. v. Federal 
Power Commission (1945) 324 US 581, 596, 
58 PUR NS 65. Thus, the Federal Power 
Commission may inquire into the reasonable- 
ness of such rates, as well as into any ques- 
tion of discrimination which may be involved 
in their application. Corrective action, how- 
ever, if called for would presumably be lim- 
ited by the commission’s statutory inability to 
require involuntary rate increases. Difficul- 
ties might also arise from the fact that service 
conditions in such situations are more directly 
within the control of the local distribution util- 
ity, subject to state regulation, than of the in- 
terstate pipe-line company. 

40 Natural Gas Act, § 1 (b), 15 USCA § 717. 

. Op. cit. (1942) 3 FPC 32, 43 PUR NS 


205. 
on Op. cit. (1944) 320 US 591, 51 PUR NS 





we at Op. - (1945) 324 US 581, 603, 58 PUR 

Td ‘at p. 615. The opinion also took the 
position (at p. 617) that the question was not 
properly before the court in the Hope Case but 
“is now for the first time presented for deci- 
sion.” See also the dissent of the same justices 
in Colorado-Wyoming Gas Co. v. Federal 
Power Commission (1945) 324 US 626-635, 
58 PUR NS 94, and their concurrence in Pan- 
handle Eastern Pipe Line Co. v. Federal Pow- 
er aro (1945) 324 US 635, 650, 58 
PUR NS 1 

45 Op. r cies) 324 US 581, 608, 611, 58 
PUR NS 6 
46 Op cit. _— 320 US 591, 628, 51 PUR 
NS 193. 

#7 Exceptions are certain natural gas com- 
panies having large holdings in the Appa- 
lachian area whose production costs on the in- 
vestment basis sometimes exceed the prices at 
which southwestern gas can be delivered to 
them. 

48 Fightieth Congress, HR 4051, as passed 
by the House, July 11, 1947. 

a... Op cit. (1945) 324 US 635, 58 PUR NS 


50 Central States Electric Co. v. Muscatine 
(1945) 324 US 138, 57 PUR NS 81, Justices 
Black, Murphy, Douglas, and Rutledge dissent- 
ing. 

51 See also Panhandle Eastern Pipe Line Co. 
v. Federal Power Commission (1946) 63 PUR 
NS 270, 154 F 2d 909; certiorari denied (1946) 
329 US 761. 

52 The claim for refund was made by the 
city of Muscatine, Iowa, on behalf of some 2,- 
400 residents who were customers of the Cen- 
tral States Company. In Iowa the state com- 
mission is without jurisdiction over electric 
rates, which are fixed by municipal ordinances, 
but only prospectively. The city had directed a 
rate reduction after the stay of the Federal 
Power Commission’s order was vacated. The 
company had not attacked the rates or made 
any claim to the impounded funds until after 
the circuit court of appeals had adjudged that 
they belonged to the customers. Mr. Justice 
Black thought that under the circumstances 
there was little “likelihood of these consumers 
obtaining relief . for the injury they have 
suffered as a result of the Federal court’s ac- 
tion in granting a stay of the Federal Power 
Commission’s order.” (Dissenting opinion, 
324 US 140, 146, at p. 151, 57 PUR NS at p. 
89.) Mr. Justice Douglas thought that “the 
court below selected the most equitable and 
just method of rectifying the injury done by 
its stay order.” (Dissenting opinion, 324 US 
140, 152, at p. 153, 57 PUR NS at p. 91.) 

53 E.g., “Report of the Committee on Valua- 
tion,” Proceedings of the Fifty-eighth Annual 
Convention of the Nationai Association of 
Railroad and Utilities Commissioners, 1946, 
295 ff.; “Remarks” of John E. Benton, ibid. 


pp. 287-293; “Second Annual Report of Com- 
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mittee on Electric and Gas Rates of National 
Institute of Municipal Law Officers,” Munici- 
palities and the Law in Action, 1947, p. 283. 

54 Wisconsin Laws of 1947, Chap 419. 

55 For further examples, see the writer’s 
“Presidential Address,” Proceedings of the 
Fifty-first Annual Convention of the National 
Association of Railroad and Utilities Commis- 
sioners, 1939, pp. 8-23. 

56 60 Stat 238, 5 USC Supp VI, § 1003. In 
explaining the purposes of this section on the 
floor of the House, Congressman Walter said: 
“The effect of this provision will be to enable 
parties to express themselves in some informal 
manner prior to the issuance of rules and reg- 
ulations, so that they will have been consulted 
before being faced with the accomplished fact 
of a regulation which they may not have an- 
ticipated or with reference to which they have 
not been consulted . . . Wisely used and faith- 
fully executed, as it must be, it should be of 
great aid to administrative agencies by afford- 
ing them a simple statutory means of apprising 


the public of what they intend to do and af- 
fording the interested public a nonburdensome 
method of presenting its side of the case.” 
Cong. Record, May 24, 1946, p. 5756. 

57 Interstate Nat. Gas Co. v. Federal Power 
Commission (1947) 69 PUR NS 1, 67 S Ct 
1482 


88 Order No. 139, In the Matter of a Rule 
to Make Clear the Position of the Commission 
Regarding the Independent Production or 
Gathering of Natural Gas, August 7, 1947, 
Commissioner Draper dissenting. 

59 Re Columbian Fuel Corp. (1940) 2 FPC 
200, 35 PUR NS 3. 

60 Fightieth Congress, H. R. 4099. 

61 They must, of course, have evidentiary 
support and be clearly and convincingly ex- 
plained. See Colorado-Wyoming Gas eo. v. 
Federal Power Commission, of. cit., note 37 
supra; also Mississippi River Fuel Corp. v. 
Federal Power Commission, 69 PUR NS 129, 
— May 28, 1947; rehearing denied July 





Moose versus Cowcatcher 


ce 


DDED to the other hazards of railroading, the Alaska Rail- 


road is confronted with a new and exclusive one. Its 
operators report that railroad service north of Anchorage is 
slowed down not only by heavy snows, which one .could take 
for granted, but also by an obstacle peculiar to the region: hard- 
hitting moose. Much of the railroad section men’s time is spent 
removing the carcasses of brave but foolhardy moose from cow- 
catchers and straightening out the fronts of locomotives. 

“The feud between the moose and the locomotives is a relent- 
less one, because no amount of whistling and bell ringing will 
convince a moose that the time has come to get off the right of 
way and take to the safety of the snowdrifts to the right or left 
of the tracks. The reason for this obstinacy on the part of the 
moose (although to him the locomotive must seem equally 
obstinate) is a traditional and poignant one. 

“Thus, a moose instinctively sticks to hard ground when pur- 
sued by an enemy, and to a moose a steam locomotive is just 
another wolf, only bigger and smokier. In his mind the loco- 
motive is trying to drive him off the plowed right of way and 
into a snowbank, where, presumably, the locomotive will follow 
him for the kill. So he gallops stubbornly down the rails, and, 
when he feels that he is about to be overtaken, he wheels 
majestically and charges his pursuer with his head down and 


heels flying. 


“The only ones to benefit from this dispute over the railroad’s 
right of way are hospital patients and the inmates of asylums 
in Alaska. Whenever possible, the moose meat is salvaged and 


shipped to public institutions.” 
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Will the Taft-Hartley Law Stop 
Utility Strikes? 


A critical analysis of the possible effect which the recent enactment of 

the labor-management law, commonly known as the Taft-Hartley Act, 

might have on labor disputes in public utility industries that could result 

in stoppage of service. This study is restricted, of course, to the Federal 

legislation and has no bearing on the numerous state laws enacted in 

recent months dealing specifically = the question of public utility 
strikes. 


By IVAN BOWEN* 


sideration need be given to deter- 
mining whether the Taft-Hartley 
Law makes unnecessary further legis- 
lation for the protection of the public 
from threat to the operation by public 
utilities of essential service necessary 
to survival in modern life. If it does 
not, then experience of the past few 
years justifies the conclusion that 
group pressure will again be exerted 
to throttle the flow of heat, light, 
power, and food essential for human 
existence. 
I can find nothing in the new law 
which will control the power of labor 


*Chairman, committee on public relations, 
section of public utility law, American Bar 
Association. For additional personal note, see 
“Pages with the Editors.” 


I approaching this question, con- 
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union leaders to strike essential public 
utility service — but rather that new 
pronouncements in the law tend toward 
the elimination of competition in the 
labor field by induction of employees 
into labor organizations and stress the 
increased importance of labor unions 
in our industrial system. 

The new law emphasizes the position 
of labor organizations in their relation 
to the two principals of collective bar- 
gaining, the employee and employer. 
The labor union, in fact, becomes a 
third party principal and not merely 
a representative. 

Under § 1 of the Wagner Act, it was 
declared to be the policy of the United 
States to eliminate the causes of ob- 
struction to the free flow of commerce 
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“by encouraging the practice and pro- 
cedure of collective bargaining.” That 
declaration was not changed in the 
Taft-Hartley Law. However, a new 
declaration of policy was incorporated 
in § 201 (a) of the Taft-Hartley Act 
whereby it was declared to be the policy 
of the United States that industrial 
peace and the advancement of the gen- 
eral welfare, health, and safety of the 
nation and the best interests of employ- 
ers and employees “can most satisfac- 
torily be secured by the settlement of 
issues between employers and em- 
ployees through the process of confer- 
ence and collective bargaining between 
employers and the representatives of 
their employees.” 


H™ is a pronouncement by the 
Congress of the United States in 
plain words that the welfare, health, 
and safety of the nation and the inter- 
ests of employers and employees can 
best be advanced by the organization of 
employees into labor unions and bar- 
gaining through them for wages, 
hours, and conditions of employment. 
No Federal law before has gone as far 
in supporting the unionization of all 
employees of industry. 

Turning next to § 7 of the Wagner 
Act as amended by the Taft-Hartley 
Law. This was the section which has 
commonly been referred to as the 
Magna Charta of labor. This section 
of the Wagner Act declared: 


Employees shall have the right to self-or- 
ganization, to form, join, or assist labor or- 
ganizations, to bargain collectively through 
representatives of their own choosing, and 
to engage in other concerted activities for 
the purpose of collective bargaining or other 
mutual aid or protection. 


There was the statutory recognition 
of rights which had existed before the 


passage of the Wagner Act and been 
confirmed by the courts. The section 
did not contain any restriction upon 
the rights declared. But what do we 
find in the Taft-Hartley Law? An 
amendment providing : 


. . and shall also have the right to refrain 
from any or all of such activities except to 
the extent that such right may be affected 
by an agreement requiring membership in a 
labor organization as a condition of employ- 
ment as authorized in § 8 (a) (3). 

Thus, we have an added declaration 

in the Magna Charta of labor that an 
employee’s rights of employment can 
be conditioned upon joining a labor 
union, 


HAT has been effectuated to the 

benefit of the unions in § 8 
(a) (3) of the Taft-Hartley Law re- 
ferred to in the amendment of § 7 of 
the Wagner Act? This provision is the 
same down to the proviso and, like the 
Wagner Act, recognizes the right of an 
employee to freedom of employment, 
only to have it restricted by the proviso. 
However, the Wagner Act, while out- 
lawing action by the employer to “en- 
courage or discourage membership in 
any labor organization,” permitted the 
employer to require an employee to 
join a union as a condition of employ- 
ment, the one positive way of “en- 
couraging” membership. But the 
Wagner Act let the matter rest there, 
to be the subject of an agreement be- 
tween the union and the employer. The 
Taft-Hartley Act sets up the ma- 
chinery in §§ 8 (a) (3) and 9 (e) for 
the union to obtain a contract making 
membership therein a condition of em- 
ployment. Is it likely that a union 
which must have a majority of the em- 
ployees to be certified as a representa- 
tive will have difficulty in obtaining a 
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Crossing Picket Lines 


€6 ANOTHER union prerogative is recognized in law for the first time 
by the Taft-Hartley Act; that is, the refusal of an employee 


not on strike to cross a picket line. . 


. . This provision will be an obstacle 


in the operation of public utilities and common carriers, even though 
those employers may not be a party to the particular labor dispute.” 





majority to make membership a condi- 
tion of employment? And can it be 
conceived that an employer can hold 
out against the demand of the union 
for making membership a condition of 
employment after it has the certificate 
of the National Labor Relations 
Board? None of us who have been on 
the firing line have any doubts about 
the result. 


__ has been a great deal of 
shouting by the proponents and 
opponents of the Taft-Hartley Law 
about the outlawing of a closed shop. 
The terms closed shop, union shop, or 
maintenance of membership do not ap- 
pear in the law. It has been only since I 
have become active in labor matters 
that the word “union shop” has dis- 
placed the word “closed shop” to rep- 
resent requirement of membership in a 
labor union as condition of employ- 
ment. A closed shop is commonly un- 
derstood as one which requires an em- 
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ployee to join a labor union as a condi- 
tion of employment. 

So far as the employee is concerned, 
what difference does it make whether 
he has to join before he is placed on 
the payroll or thirty days thereafter? 
He generally is a probationary em- 
ployee for thirty or sixty days anyhow, 
and subject to discharge without cause. 
Union shops, which are closed shops 
under another name, are not only per- 
mitted by the Taft-Hartley Law, but, 
as heretofore pointed out, encouraged ; 
and governmental machinery is pro- 
vided for obtaining them. 

What the proponents and opponents 
now refer to as “a closed shop” is a 
“hiring hall.” I fail to find any pro- 
vision in the new law which prohibits 
an employer from making a contract 
with some third party to supply his 
workers; and that is a hiring hall. If 
the third party is a union, and it is con- 
ceded that membership is required in 
such union as a condition of being sent 
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to a job pursuant to contract between 
the union and the employer, who, from 
a practical standpoint, will make an un- 
fair labor practice charge out of it? 
Sections 8 (2) (3) and 9 (e) clearly 
are no hindrance to unionization of 
employees, but contrariwise tend 
toward effectuating the policy declared 
in § 201 (a) of collective bargaining 
between employers and the union 
agents of employees. 


F  gpemrws union prerogative is rec- 
ognized in law for the first time 
by the Taft-Hartley Act; that is, the 
refusal of an employee not on strike to 
cross a picket line. Prior to the enact- 
ment of the proviso in § 8( b) (4) (d) 
it was merely a union rule which justi- 
fied an employee in refusing to per- 
form his duty because employees of 
some other employer were on strike 
and had established a picket line. Now 
the union can justify violation of a 
collective bargaining agreement by the 
Taft-Hartley Law. That the unions 
will make use of this legal justification 
is evidenced by an analysis of the act 
by a prominent attorney for several 
unions in which he stated : 


The union can direct its members not to 
cross picket lines and enter the premises of 
a struck employer provided that the strike 
is being carried on by a union which is the 
authorized representative of the employees 
of the employer. 

This provision will be an obstacle in 
the operation of public utilities and 
common carriers, even though those 
employers may not be a party to the 
particular labor dispute. As illustra- 
tion, common carriers perform many 
of their functions through facilities 
operated by another employer, such as 
terminals. The terminal employees go 
on strike, and the facilities of the car- 


rier are closed down. This is common 
in the motor carrier field. This clause 
of the Taft-Hartley Law legalizes a 
picket line and will give the unions a 
weapon to refuse to observe the clause 
in a contract against sympathetic 
strikes. A strike is a strike whether 
employees refuse to perform 100 per 
cent of their duty or 1 per cent. 


a a word about the section of the 
law headed “National Emergen- 
cies.” If a dispute comes within the 
provisions of § 206 of the law, the law 
provides machinery for delaying the 
strike. However, it is a question as to 
whether strikes in the public utility and 
common carrier field will often qualify 
as national emergencies. The threat- 
ened or actual strike or lockout under 
the provisions of the section must af- 
fect an entire industry or substantial 
part thereof, and imperil the national 
health or safety. There were but two 
disputes in the public utility field and 
common carrier field in the recent past 
which were nation wide—the railroad 
strike and the telephone strike; but it 
is doubtful whether the telephone 
strike could be said to imperil the na- 
tional health or safety. Certainly the 
strike at Pittsburgh in the power field 
was as serious as has occurred in re- 
cent years ; but it could not qualify as a 
national emergency under the act. Not 
only must the President be convinced 
of the national emergency, but, in 
order to obtain an injunction of the 
court, the required facts must be made 
out. 

While some undoubtedly will not 
agree, it is my view that the Taft- 
Hartley Law provides little, if any, 
protection to the public against the 
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consequences of strikes in the public 
utility and common carrier field. I do 
not, however, wish to convey the im- 
pression that the law has not corrected 
many inequities of the Wagner Act 
and provided additional protection for 


employees. I have an intense admira- 
tion for the fortitude which the mem- 
bers of Congress displayed in an en- 
deavor to provide machinery for the 
protection of the public from the evils 
brought on by the Wagner Act. 








Coys all the millions TVA has spent on flood-control 
dams, the Tennessee river basin still has its floods. 
“In January, after sixteen days of rain in a 19-day period, 
the Tennessee climbed out of its banks. At Savannah, Tennessee, 
it was 9 feet above its bank level and the muddy waters spread 
to a width of about 4 miles. At Florence, Alabama, the river 


was 4.5 above flood stage. 


“The flood caused no great damage because, in the two in- 
stances mentioned above, the land flooded was uninhabited. 
Part of it was included in the TVA right of way, which keeps 
a margin of land on either side of the stream undeveloped to 


allow for floods. 


“But the point is, the Tennessee, with all the control exerted 
over it, climbed out of its banks and the situation could have 
been much more serious with a few days’ more rain. Yet, ina 
very recent paper [the then] Chairman Lilienthal of the TVA 
made this boast: ‘As a result of a decade of work by TVA the 
Tennessee river through its course is under the control of man, 
the first river of which this can be said. The level of water in 
huge lakes beyond 26 dams is raised or lowered almost as pre- 
cisely as a scientist controls the level of liquids in a measuring 


vessel on his laboratory table.’ 


“The dams would be better able to handle flood waters if they 
were operated solely as flood-control dams. Instead, their use 
as hydroelectric power dams requires that water be maintained 
at a certain level, which leaves comparatively little space in the 


reservoirs for excess water. 


“Last year, TVA spent $2,116,000 for operation of flood- 
control facilities only. Back in 1931, Army Engineers estimated 
damages resulting from floods in the valley to average $1,- 
800,000. That would make the cure (which turns out to be only 
partial cure) more expensive than the ailment, not even con- 
sidering the fact that lakes formed by the dams have permanent- 
ly flooded land which today would have an annual income of 


not less than $12,000,000.” 
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—EpIToRIAL STATEMENT, 
The Times-W est Virginian. 
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A Look at the New Labor Law 


Some of the deficiencies of the Taft-Hartley 
Act and things that yet need to be provided. 


By R. C. SIMPSON* 


HEN we, as a people, set about 
W\ writing a Magna Charta for 
labor, we accepted labor for 
what it claimed to be. We accepted it 
at its own evaluation of itself, and 
adopted the hypotheses that informal- 
ity and ease of association assured the 
timely rise of labor organizations, and 
that labor union responsibility was a 
fruit of the sobering effect of ex- 
perience. 

We know better now. Throughout 
the years during which slanted inter- 
pretation and administration of the 
Wagner Act made of labor a somewhat 
privileged class, and armed its leaders 
with unprecedented power, segments 
of labor had persisted in jeopardizing 
the welfare of our people, as a whole, 
without recognized effort on the part 
of all labor to police itself, and with- 
out public expression of condemnation 
or regret on the part of the leaders of 
the movement at the excesses of its un- 
disciplined parts. Neither the rise of 
labor organizations, timely or other- 





*For personal note, see “Pages with the 
Editors.” 


wise, through informality and ease of 
association and operation, nor ten 
years’ experience under the indulgent 
influence of the Wagner Act, had add- 
ed one note of sobriety to the recalci- 
trant attitude of union leadership, gen- 
erally. This attitude has been apparent 
even in utility services, despite the 
obvious requirements of public con- 
venience and necessity. 


A this culminated, on June 23rd 
of this year, in the enactment of 
the Taft-Hartley Act. The objectives 
of this new law are remedial in nature. 
They do not constitute either slavery 
or repression. Its enactment places 
business more in a position of balance 
with labor than has been the case in re- 
cent years. As a result, some members 
of management are eager to take full 
advantage of what they think the law 
means. In so doing, they may precipi- 
tate quick, judicial interpretation of its 
salient points, which, in itself, is not 
to be condemned. But with equal fa- 
cility, by hasty error, they may lend 
credence to labor’s cry for outright re- 
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peal of the act and, to that extent, ren- 
der a disservice to our citizenry. 


_ are other segments of man- 
agement which believe that busi- 
ness executives now have opportunity 
to demonstrate to all of our people by 
careful and moderate resort to the new 
law, and then, only if necessary, that 
business is mindful of the public wel- 
fare. Advantage lies with this latter 
school of thought in that, while pursu- 
ing its own objective, it can learn and 
profit by the experience of the more 
daring. It believes that with freedom 
goes responsibility. And, to the end 
that free enterprise including public 
utility industry shall demonstrate its 
capacity both to operate at a profit to 
itself and also to render service with 
due regard for the welfare of all of our 
people, it suggests our setting about 
to accomplish the following five prin- 
cipal tasks: 


(1) The amplification and intensifi- 
cation of programs of employee edu- 
cation, thus to enable workers to exer- 
cise their powers more intelligently. By 
this is not intended an indiscreet del- 
uging of workmen with hastily pre- 
pared brochures, graphs, charts, and 
similar stuff, but, rather, a careful 
channelization of useful information, 
not always of purely management in- 
terest, toward our men. 

(2) The recapture of the loyalty of 
supervisory forces. Few executives 
realize to what extent foremen became 
interested in supervisors’ unions. The 
propaganda line, to the effect that fore- 
men were the forgotten men in indus- 
try, found echo even in areas where 
foremen were not organized. Studied 
effort, on the part of management, to 
maintain “wage-take-home” differen- 
tials between supervisors and their 
men, to seek supervisory advice on 
matters of applicable company policy, 
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and to make supervisors come to know 
and appreciate the dignity and respon- 
sibility which is theirs as manage- 
ment’s representatives, is greatly to be 
desired. 

(3) The elimination from our labor 
agreements of war-born devices to in- 
sure increased income to workers, but 
which now possess no sound reason 
for existence, and the construction of 
wage scales that grant each worker an 
honest wage for honest labor perform- 
ance. This will be a difficult task and, 
unless a recession intervenes, one long 
drawn out. But, sooner or later, the 
job will have to be done. Business 
cannot continue to pay more and more 
for less and less and survive. In 
private enterprise, one man’s wage is 
another man’s expense; its impact on 
our economy should no longer be over- 
looked or blithely ignored, even by the 
most social conscious of us. 

(4) The improvement of relations 
between employers and the unions 
which already represent their people, 
primarily by abstaining from unneces- 
sary recourse to the new law, pending 
judicial interpretation of its terms. By 
“unnecessary recourse” is meant a 
wanton reliance upon obscure techni- 
calities without benefit of judicial con- 
firmation. Experience indicates that 
nothing so quickly and deeply irri- 
tates workmen as the apparent reli- 
ance by management upon some far- 
fetched interpretation of law or regu- 
lation. And, right now, unions are 
waiting to see if management’s protes- 
tations of good faith, made in the days 
of its adversity, are applicable to to- 
day’s situation. 

(5) The early remedy of existing 
deficiencies in the Taft-Hartley Law, 
the objectives of which merit support 
by men of good will. But objectives 
are not enough in and of themselves. 
They must be both adequate and cer- 
tain and, in this particular, there seems 
to be much yet to be done. 


statute is a prohibition against 


_ things yet to be provided by 
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The Power to Harm 


6¢ HE strength and the weakness of organized labor is such as to 

make it possible for it to harm the community. That simple fact 
is ample reason for making rules which so control its acquisition of 
strength and so regulate its functioning as to prevent its doing the harm 
it has the power to inflict. If labor and its friends will recognize, as much 
as business has already recognized, that maturity cannot find expression 
in size and strength alone, our future as a democratic republic is safe.” 





industry-wide bargaining and the 
total and complete outlawing of gen- 
eral strikes. Despite all the ballyhoo 
regarding Taft-Hartley’s prohibition 
of industry-wide strikes, there is not a 
single word in the law denying unions 
the right to engage in them as a last 
resort. In this connection, it is well to 
remember that under present condi- 
tions any two or more labor organiza- 
tions could merge and extend their 
dominion, if they desire, over the whole 
of the country. They could form al- 
liances with whomever they desired. 
In vivid contradistinction, as regards 
commerce and industry, we find that 
branch banking is strictly controlled, 
utility holding companies limited to 
closely integrated systems in not more 
than three states, and combinations of 
employers are subject to dissolution as 
unlawful restraints upon trade. Ob- 
viously, we fear business more than 
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labor. Our national labor policy, far 
from contenting itself with mere fact- 
finding inquiries and temporary stays 
of execution, in cases involving na- 
tional health and safety, should pro- 
hibit alliances out of which these tragic 
combinations grow, even going so far 
as to restrict the areas in which any one 
labor organization may operate, if nec- 
essary in the public interest, just as 
we have done with business enterprises 
of various sorts. 

Another deficiency in the existing 
law is that, under it, we provide for 
short-term certification of labor 
unions. This practice imposes upon 
even conservative union leadership the 
urgent necessity of obtaining from 
management, in defense against possi- 
bility of early displacement by a rival, 
the greatest concession possible in the 
shortest time, regardless of merit and 
regardless of disastrous effect upon the 
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employer. Sound labor relationships 
are not so constructed, and the official 
justification for such short-term certi- 
fications 1.¢., that only thereby are em- 
ployees given opportunity for full and 
free and ready choice of representa- 
tives does not outweight the public in- 
terest. Our national labor policy should 
provide for long-term certification, and 
protection, of those bargaining agents 
as meet strict but fair requirements, 
thus encouraging a constructive ap- 
proach on the part of unions to the 
long-term view of the needs of our 
economy. 


|. erm we have encouraged the set- 
tlement of labor disputes by what 
we have chosen to call arbitration, 
while persisting in failure to give statu- 
tory protection to the integrity of the 
arbirator. To this very moment, we 
compel the professional arbitrator to 
seek and obtain such assignments as he 
can on the basis of record of satisfac- 
tion to the parties and, principally, un- 
derstandably enough, to labor. As a 
result we repeatedly encounter deci- 
sions largely founded on convenient 
concepts of capital’s social responsibili- 
ties and bolstered by slanted reasoning. 

In a recent arbitration award, un- 
dertaken pursuant to state law, the 
public members declared in effect that 
management is under greater obliga- 
tion to pay a union-sponsored wage in- 
crease than to keep the business sol- 
vent. Such as this is to be expected 
just as long as, in arbitration, it is 
sought more diligently to please the 
more irresponsible or the more aggres- 
sive of the parties to a dispute, because 
of such numbers or such irresponsibil- 
ity, or such aggressiveness, as the case 
may be, than to render a decision on 
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the merits. This is to be expected, to 
the abiding harm of business, until we 
are prepared to establish and make 
available to business and labor a sys- 
tem of labor disputes arbitration, the 
integrity of which is guaranteed after 
the manner of our courts, and manned 
by men informed as to the industry in- 
volved and in thorough sympathy with 
our American system of free enter- 
prise. 


A’: finally, we continue to fail, to 
the detriment of the public inter- 
est, to apply to the rise and conduct of 
labor organizations those requirements 
and precedent which we apply to the 
rise and conduct of other forms of col- 
lective activity. 

For instance, if a group of em- 
ployees were today to proceed to form 
a cooperative savings and loan society, 
commonly called a “credit union,” cer- 
tain of them, varying in number, would 
have to file formal application with an 
appropriate government agency, giv- 
ing their names, addresses, places of 
employment, and such other data as 
would indicate willingness and abil- 
ity to discharge responsibility, both 
toward their associates and toward the 
community of which they are a part. 
They would be permitted to charge 
only certain well-defined fees, to collect 
only certain moneys from specified 
people, to invest money only in certain 
things, in certain ways, and under 
certain safeguards. They would be 
required to adopt and enforce bylaws 
meeting the highest standards of 
decency, morality, and accountability, 
and to meet the requirements of law, 
day after day, year after year. No of- 
ficer would be allowed to perpetuate 
himself in office; no clique could law- 
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TION AGAINST INDUSTRY-WIDE BARGAINING and the TOTAL 


q “Amonc things yet to be provided by statute is A PROHIBI- 


AND COMPLETE OUTLAWING OF GENERAL STRIKES. Despite 
all the ballyhoo regarding Taft-Hartley’s prohibition of in- 
dustry-wide strikes, there is not a single word in the law 
denying unions the right to engage in them as a last resort.” 
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fully control the conduct of the organi- 
zation’s business, and, periodically, 
government would inspect the opera- 
tion of the enterprise. How much of 
this is applicable to the rise and con- 
duct of a labor organization today? 


I’ a group of capitalists were to pro- 
ceed to organize a utility or a com- 
mercial bank, they would have to meet 
well-defined standards and to file ap- 
propriate papers with government 
agencies. (A utility would have to 
prove its necessity.) They would have 
to assume, both toward their associates 
and the community as a whole, certain 
obligations and, periodically, the gov- 
ernment would check up on them. To 
what extent is this applicable to a labor 
organization today ? 

If an individual businessman were 
to seek to sell to the public stock in his 
organization, doubtless he would con- 
sult to assure himself that his project 
did not run afoul of SEC. And SEC 
would examine the project to assure it- 
self of the honesty and integrity of 
the operation as well as the purpose of 
the sale. To what extent is such care 
manifested with respect to activities of 
a labor organization today? 

The fact of the matter is that no 
such careful examination of objectives 
of a labor organization or of the char- 
acter of those who promote it is, today, 
required. The scrutiny to which we 


NOV. 6, 1947 


subject proposed productive enterprise 
is in vivid contrast to the easy and 
open-handed manner in which we give 
dignity to labor organizations, whether 
in sympathy with our concepts of 
human liberty or not. 


| gress existing concepts any two or 
more persons, possessing a com- 
munity of interest, may constitute a 
labor organization. They can force an 
employer to bargain. They can, if they 
wish, so agitate the workers by mis- 
representation and other devices as to 
destroy plant efficiency. They can 
strike. They can throw out a picket 
line. No rules of procedure, no limits 
upon their field of operation, and no 
conditions precedent to their continu- 
ance as a labor organization are set 
forth in law, failure to conform with 
which their collective character as a 
labor organization is lost. True, the 
Taft-Hartley Law requires labor 
unions to submit to a government 
agency copies of their constitutions and 
bylaws, statements of union policy and 
practice, and financial and similar re- 
ports. But, for what purpose? Against 
what statutory standards are these 
things measured? The answer is 
“none.” 

The fact of the matter is that our 
people have taken less care in establish- 
ing the conditions under which these 
vast groups may arise than we have 
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taken in the case of a two-bit jitney 
bus operation. We have taken less 
care in providing the rules under 
which these vast enterprises must 
operate than we have taken in the 
case of a codperative savings society. 
We have taken less care in policing 
these institutions, with power to collect 
fees and contributions out of pockets 
of the workingman, than we have in 
regulating the interest to be charged to 
that same workingman by a govern- 
mentally chartered bank on a provi- 
dential loan, 

And this, despite the fact that the 
customers of businessmen, of banks, 
and so forth, have an option in the mat- 
ter of dealing with them, and may de- 
cide any question of selection on the 
basis of responsibility and service, or, 
in the case of a public utility, if no ef- 
fective option, then recourse to a strong 
and effective public agency, while the 
customers of our labor organizations 
namely, the employers have no option 
of any kind at all and must deal with 
any outfit which meets the flimsiest of 
requirements — requirements which 
contain no requirements of conduct or 
attitude other than that of a noncom- 
munistic affiliation. And even there we 
leave it to the suspect to purge him- 
self by self-serving affidavit, without 
investigation prior to turning him 
loose on our body economic. 


O’ course, some will say that a 
tightening of standards control- 
ling the rise of labor organizations is 
to deny the little fellow the protection 
he needs. That’s an assumption and is 
contrary to the facts. Unionism, to- 
day, isn’t small potatoes. It is not the 
collective activity of men who commit 
acts of infantism because they don’t 
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know better. Modern unionism is none 
of these. It is big business. It has its 
own press, its capable lawyers, its effi- 
cient research organizations, its field 
generals, its millions of dollars in re- 
serve, its highly paid executives. 
De we want responsibility on the 
part of labor? Then 
1, Amplify and intensify our pro- 
grams of employee education, 
2. Recapture the loyalty of super- 


visory forces, 
3. Require honest labor for honest 


wages, 

4. Improve relations between local 
unions and local managements, 

5. Prohibit industry-wide bargain- 
ing, 

6. Provide for long-term certifica- 
tion of bargaining agencies, 

7. Remedy the abuses inherent in 
our informal system of labor disputes 
arbitration, and, finally 

8. Require labor to meet reasonable 
conditions, precedent to the dignity to 
which it aspires, such as are imposed 
upon other forms of collectwe enter- 


prise. 


HE strength and the weakness of 
organized labor is such as to make 

it possible for it to harm the commu- 
nity. That simple fact is ample reason 
for making rules which so control its 
acquisition of strength and so regulate 
its functioning as to prevent its doing 
the harm it has the power to inflict. If 
labor and its friends will recognize, as 
much as business has already recog- 
nized, that maturity cannot find ex- 
pression in size and strength alone, our 
future as a democratic republic is safe. 
And, then, having done these things 
which need the doing, let management 
and labor, as members of our body eco- 
nomic, bargain as freemen and as 
equals, being compelled to do only 
whatever thing is compelled of all oth- 
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ers, but certain in the knowledge that 
he, who deliberately imperils the wel- 
fare of the people, will ultimately be in their own defense. 
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State Planning in Britain 


¢ a ge in the March issue of THE ATLANTIC MONTH- 
LY, Francis and Katharine Drake present one of the 
most thoughtful and revealing anlayses of Britain’s economic 
plight that has yet appeared in print. They go sympathetically 
and frankly into the enormous problems faced by the English 
people and the.Labor government. And near the end they say 
this: ‘The planned state is being put together in Britain by men 
of honest purpose and ideals. But planned states have been put 
together before by well-intentioned men, only to be hijacked, 
prostituted, concluded in chaos, and in a nation’s shame. . . 
Already in Britain it is becoming a condition of employment to 
belong only to unions affiliated with the TUC (Trade Union 
Congress). No approved union, no job. Already there have been 
attempts to limit the jurisdiction of the courts, to deny the in- 
dividual full rights over his house and land, to deprive him of 
the rewards of initiative. Doing what one is told to do is not so 
many steps away from thinking what one is told to think.’ 


“One of the harsh lessons of history is that the superstate, 
regardless of what name it is given, tends always to despotism. 
It attains either ownership of or complete control over a nation’s 
basic resources—coal, electric power, finance, the land. It domi- 
nates labor, by denying the right to work to men who do not 
join its labor organizations. It thus achieves power over every 
facet of a nation’s life. And so the stage is set for dictatorship, 
and the death of all freedoms. 


“Well-intentioned men may mean that the planned state shall 
respect the liberties of the people. But hell is paved with good 
intentions—and the pages of history are strewn with the ac- 
counts of once-free peoples who found to their sorrow that, 
when they surrendered economic liberty to government, all other 
liberties eventually followed. The people of the United States 
should remember that.” 

—EDIToRIAL STATEMENT, 
Industrial News Review. 
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regulated and controlled and, if neces- 
sary, utterly destroyed by the people 
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Farm Power Conferees See 


Big Job Ahead 


Utilities, electrical 


manufacturers, 


and farmers 


promise joint efforts to bring the wonders of elec- 
tricity to the American farm. 


By JOHN J. 


, I ‘HE second National Farm Elec- 
trification Conference, held last 
month at the Claypool hotel, In- 

dianapolis, Indiana, brought a throng 

of three hundred and twelve men and 
women from 28 states to talk about 
more and better use of electricity on 
the American farm. Leaders of farm 
groups, agricultural educators, electri- 
cal manufacturers, power suppliers, 
and the farm and electrical press spent 
two days totting up the score on farm 
electrification. They argued old rural 
problems and new ones, arrived at few 
conclusions, but went home satisfied 
that a start had been made toward bet- 
ter understanding and cooperation in 
meeting mutual difficulties in rural 
power development. 

Four panel discussions of some of 
these difficulties sparked the sessions, 
along with three major addresses by 
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key men in the farm electrification pic- 
ture. Claude R. Wickard, Rural Elec- 
trification Administrator, told con- 
ferees about the benefits of power on 
his own farm, and ended with a 5-point 
suggestion list urging more research 
and a plentiful power supply. J. E. 
Stanford, executive secretary, Ken- 
tucky Farm Bureau Federation, waxed 
lyrical and anecdotal about the electri- 
fied farmer’s future. L. M. Smith, vice 
president of the Alabama Power Com- 
pany, explored the opportunities for 
power suppliers to expand their rural 
power markets. 


MW Gow panel discussions brought fre- 
quent and sometimes acid com- 
ment from the floor of the conference. 
Farm topics in controversy included the 
distribution and servicing of farm elec- 
trical equipment, farm wiring and re- 
wiring, education and training of agri- 
cultural workers, and farm power ex- 
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periments. A dominant figure in these 
floor debates was Frank E, Watts, ex- 
ecutive assistant of the Farm Journal, 
New York, and his keen interest was 
rewarded by his election to the chair- 
manship of next year’s conference, 
which will be held in Chicago in the 
fall of 1948. Mr. Watts succeeds Has- 
sil E. Schenck, president of the Indiana 
Farm Bureau, who was chairman and 
guiding spirit behind this year’s meet- 
ing. Other officers elected were C. D. 
Leiter, electrical distributor, Ashland, 
Ohio, vice chairman, and Frank Innes, 
McGraw-Hill publications, secretary- 
treasurer. 

The basic idea behind the conference 
is to “bring together everyone inter- 
ested in raising farm living standards 
and reducing costs by increasing the 
profitable uses of electricity on the 
farm.” In doing so, the conference at- 
tempted to fuse the diverse approaches 
of five separate and distinct groups into 
a general over-all program that would 
benefit the farmer first, and each group 
incidentally. What follows is one re- 
porter’s idea of how each of these 
groups approached and reacted to the 
National Farm Electrification Confer- 
ence. 


HAT the commercial electrical 

men thought: Sixty-one of the 
312 conferees, 21 per cent, were repre- 
sentatives of electrical manufacturers, 
distributors, wholesalers, and dealers. 
They naturally believed that their part 
in this conference was stimulation of 
the sale of electrical appliances for the 
farm. They disagreed among them- 
selves as to where the responsibility lay 
for “selling” the farmer, and how much 
service he was entitled to on his equip- 
ment. 
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Dealers complained that their mar- 
gin on sales was too small to enable 
them to install and service equipment 
properly. They also urged better han- 
dling of repair parts by distributors 
and appliance makers. Manufacturers 
stressed that the men who install and 
service equipment should be specially 
trained for their jobs. Despite the pres- 
ent shortage of some appliances, all 
agreed that farmers should be kept ad- 
vised of new innovations and improve- 
ments which will improve their stand- 
ard of living. The industry felt that it 
needs more men “getting mud on their 
shoes and preaching the gospel of more 
and better farm equipment to the farm- 
ers themselves.” It believes that power 
suppliers should take part in this pro- 
gram of farmer enlightenment, by 
joining in promotion trips down Amer- 
ica’s back roads to the farmer’s door. 


W™t the utility companies 
thought: Eighty-two conferees 
(26 per cent), representing business- 
managed utilities, vigorously defended 
their programs for rural power expan- 
sion. They indicated their realization 
that more and bigger rural power loads 
will benefit the power company second 
only to the benefits gained by the farm- 
er. L. M. Smith, vice president of the 
Alabama Power Company, summed 
up the utilities’ avenues of rural expan- 
sion like this: (1) promotion of the 
programs of agricultural public service 
agencies; (2) taking part in dairy 
shows, fairs, etc.; (3) codperation in 
farm youth programs; (4) aid in con- 
ducting soil conservation programs; 
and (5) promotion of research on 
farm wastes and industrial crops. But 
he warned that such development work 
must be projected in terms of the serv- 
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ice a utility can provide, not what it can 
get out of it. 


W = the REA co-ops thought: 
Sixty-seven participants, or bet- 
ter than 21 per cent of the 312 con- 
ferees, were representatives of various 
rural electric membership corporations, 
or of the Rural Electrification Admin- 
istration. Headed by REA Administra- 
tor Wickard, the co-ops emphasized 
that many of the nation’s farmers were 
still without electricity, and that the 
current tight power supply precluded 
any real step up in use of power on 
farms already electrified. Many co-op 
members were interested in wiring 
problems, one of the big rural power 
headaches. They urged that, where 
service interruptions occurred, farm- 
ers’ service should be restored first, 
because long curtailment of certain 
farm operations using power might 
mean heavy loss of crops or livestock. 
Co-op members indicated their prefer- 
ence for complete independence from 
Washington’s REA offices, and from 
any private power company, too. But 
few farmers contacted at the confer- 
ence desired to shoulder the heavy ex- 
pense of building their own generation 
systems, preferring to remain custom- 
ers of power suppliers, “if we can get 
enough power at reasOnable rates.” 


HAT the educators thought: 
Nineteen educators, 6 per cent of 
all those present at the conference, felt 
that farm youth had to be sold on the 
possibilities of farm electricity, if 
American farms were to reach their po- 


tential efficiency. They pointed out that 
lack of knowledge among farmers had 
done more than anything else to dis- 
courage them from investing more 
heavily in electrical equipment. They 
believed that through meetings of farm 
groups, training programs for county 
agents and agricultural workers, Four- 
H club activities, demonstration farms, 
and sound electrical courses in the na- 
tion’s farm colleges, more interest and 
understanding could be aroused in the 
rural citizen of today and tomorrow. 


W =" the press thought: Thirty- 
two members of the farm and 


electrical press (10 per cent) were im- 
pressed with the good feeling created 
among factions which frequently have 
warred on one another. If the confer- 
ence brought home a better apprecia- 
tion of the size and extent of the rural 
electrification job that remains to be 
done, it was a success. 

But it may have done much more 
than that. Here were people with mu- 
tual problems talking about ways to 
work them out together. The press, in 
consensus, felt that if these people 
meant only half what they said, rural 
electrification would go forward at 
greater pace than ever before. The dif- 
ficulties confronting all in farm elec- 
trification were again outlined for all 
to see and understand. One writer ex- 
pressed the hope that as the National 
Farm Electrification Conference got 
bigger each year, the farmer’s power 
problems would get smaller, with re- 
wards accruing to all those partici- 
pating in farm electrification. 





I “ONE thing no government can do is to produce the goods; that can be 
done only by the management and workers in our industries.” 

—Sir STAFFORD CRIpps, 
British Minister for Economic Affairs. 
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Washington and the 
Utilities 


Secretary Krug Reports 


ECAUSE gas, electricity, communica- 
tions, and transportation are utility 
services and not exportable commodities, 
they did not ostensibly occupy any promi- 
nent place in Secretary Krug’s recent 
report on whether or not we can afford 
to help Europe, and to what extent. But 
the demands which will be made on these 
domestic utility services, if we undertake 
to furnish Europe with anything like 
$5,000,000,000 worth of relief every 
ear for the next four years, already have 
gun to give the utility men what Sam 
Goldwyn would probably call “food for 
headaches.” 

The fact of the matter is that the mere 
processing of a great majority of the ex- 
port items, before they can be made ready 
for export, would superimpose a terrific 
peak demand for utility services on top 
of the already unprecedented domestic 
demand now prevailing. Gas for the 
cooking and canning of foods and other 
industrial processes for exportable items ; 
electricity for the countless operations in 
mills, factories, and distribution centers ; 
thousands of freight cars, tank cars, 
motor truck, and other transportation 
movements ; telephone service incident to 
all of these operations—such would con- 
stitute the bulk of a tidal wave of new 
demand moving in on our major utility 
industries, already dizzy with the efforts 
of trying to catch up on a backlog of de- 
ferred maintenance and expanded plant 
construction. 

To take care of this new load, some 
electric utilities in particular would have 
to begin planning now for additional 
capacity installations. There are those 
who are of the frank opinion that such a 
situation would put the utility manufac- 
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turing and supply industries into a mad 
inflationary race with other industries 
and with governmental services, to get 
the necessary steel, copper, skilled work- 
ers, and so forth. There are those who 
say it would require a return to some- 
thing like the old War Production Board 
and perhaps also the Office of Price Ad- 
ministration and the War Manpower 
Commission, to keep such critical ma- 
terials flowing into the preferred chan- 
nels and denying them for nonessential 
purposes. 
F course, the Krug report is only the 
first of three master reports which 
are to outline the American capacity for 
meeting foreign aid programs. The gist 
of Secretary Krug’s report is that the 
United States can furnish all the aid 
needed without strain on its resources. 
But the very self-avowed limitations of 
Krug’s report show that his is not the 
whole answer by any means, but merely 
goes to the question of physical feasi- 
bility, as distinguished from economic 
financing. A report on that phase was 
due November Ist from the President's 
council of economic advisers under Dr. 
Edwin G. Nourse. For this reason, the 
Krug report carefully skirts the question 
of how much of a financial drain the 4- 
year, $5,000,000,000-a-year aid pro- 
gram would make on United States 
economy. 

Europe’s ultimate need, of course, is a 
healthy and well-nourished population. 
That means in the ultimate more food. 
More food will require more fertilizer. 
More fertilizer depends on more nitro- 
gen. More nitrogen depends on more 
coal to stoke the factories in which it is 
produced. More coal depends on more 
steel to mechanize the coal mines and 
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build coal transport equipment. And 
steel is needed, too, for the factories that 
make nitrogen and for the machinery 
that produces and processes the food. 

What, then, is the American steel 
situation? There is a rated capacity of 
91,000,000 tons of steel ingots per year. 
There has been much clamor for an im- 
mediate extension of capacity. The 
Krug report offers two conclusive re- 
buttals to this clamor. First, when you 
confront an urgent steel shortage, you 
think twice before enhancing the short- 
age by diverting new steel even into new 
productive capacity. Second, short as 
present capacity may be, it is not being 
used in full. Production this year will 
average only about 85,000,000 tons. 
There is, in other words, an unused gap 
of 6,000,000 tons. 

The explanation is the simple one that 
the raw materials of steel are not in 
sufficient supply to permit capacity pro- 
duction. The raw materials are steel 
scrap and pig iron. But the scrap sup- 
ply can be expanded by careful husband- 
ing and quick mobilizing of scrap. Pig- 
iron production probably can be expand- 
ed by the use of new techniques. Mr. 
Krug urges both these devices. His ulti- 
mate conclusion is that with such devices 
plus careful allocation we can meet 
domestic and foreign steel needs. Simi- 
lar measures will provide enough ma- 
terials in other fields. 


N some commodities we are better able 
to take care of the European relief 
demand. The recent report of the 16- 
nation committee on European economic 
coéperation (in which the European 
countries undertake to tell us their mini- 
mum requirements under the Marshall 
plan) estimates that these countries will 
need 95,000,000 tons of coal for the next 
four years. The Krug report shows that 
we have a surplus of 57,000,000,000 tons, 
and production capacity is much greater 
than the requirements. But of course the 
production will have to be subsidized by 
U. S. taxpayers, because European credit 
is so shaky coal companies could scarcely 
be expected to carry these countries on 


the cuff. And although we have plenty 
of coal in the ground—enough for a 
thousand years or more—it will take 
plenty of freight cars to move it from 
the mines to the docks and plenty of ships 
to move it between the docks of America 
and Europe. Where these transportation 
facilities will come from is still some- 
thing of a mystery. 

From the standpoint of another fuel— 
petroleum—our natural resource situa- 
tion is just the opposite from coal. 
Europe has virtually no oil of its own, 
and we have little or none to spare. This 
means that the 172,000,000 tons of petro- 
leum products which Mr. Krug esti- 
mates Europe must import within the 
next four years will have to come from 
the Middle East, Latin and South 
America, and perhaps Indonesia. 

About the only guid pro quo, or the 
nearest thing to it, mentioned in Secre- 
tary Krug’s report is the possibility that 
some European countries or their 
colonials can let us have, in partial re- 
turn for our finished exported products, 
ores and other raw materials which we 
are exhausting in the United States. 
These could be stockpiled and the import- 
ing countries credited against our exports 
to such countries. 


e 
A Deficient Deficit? 


‘oo plan of the Interior Depart- 
ment’s Reclamation Bureau to ask 
Congress for a deficiency appropriation 
of $36,000,000 for power and irrigation 
construction is beginning to run into 
heavy weather in the administrative as 
well as the congressional branches of the 
government. The recent exchange of cor- 
respondence between Senate Appropria- 
tions Committee Chairman Bridges (Re- 
publican, New Hampshire) and Secre- 
tary Krug over the issue of unauthorized 
spending served notice that the Republi- 
cans on the congressional committees 
are going to be waiting for these requests 
with sharp questions if not brass 
knuckles. 

But the Reclamation Bureau previous- 
ly had counted on fairly smooth sailing 
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and’ support from the administration. 
Now, the President’s own Bureau of the 
Budget is asking the Reclamation 
Bureau to explain its avowed plan to ex- 
haust its construction funds on five ma- 
jor projects by February lst, and to ap- 
ply to Congress for more funds in the 
form of a deficiency appropriation. There 
are two reasons why the Budget Bureau 
is concerned about this: 

1. It would be a violation of the Anti- 
Deficiency Act to fail to apportion avail- 
able funds for projects so that they cov- 
er the entire fiscal year; (2) any request 
for supplemental appropriations must be 
channeled through the Budget Bureau, 
which has yet to see the justification for 
it. The Budget agency is worried be- 
cause the deficiency to be asked is more 
than the amount in the President’s budg- 
et submitted to Congress last January. 
A letter written September 30th by Budg- 
et Director Webb to Reclamation Com- 
missioner Straus asked how such an 
amount could be justified. Meanwhile, 
Reclamation chiefs insist that their pro- 
gram is legal. They are apparently con- 
vinced that the administration will swing 
behind them in time for a strong pres- 
entation to Congress early in 1948. 


oom controversial power divi- 

sion has undergone a slight but impor- 
tant change of personnel. Arthur E. Gold- 
schmidt, for the past seven years the head 
of that division, has been elevated to the 
post of executive vice chairman of the 
interdepartmental technical committee, 
setting up the natural resources study to 
implement the Marshall plan for aid to 
Europe. His successor is Walton Sey- 
mour, former TVA power utilization 
head. Seymour came to Washington in 
September originally to head a new pro- 
gram division of the Interior Depart- 
ment, which was said to deal with liaison 
with other governmental agencies. Now 
Seymour holds both jobs. Interior is 
thus a step closer to having a substitute 
organization (program division) ready 
to handle power marketing if Congress 
sees fit to eliminate the power division at 
next appropriation time. 


FPC Troubled with Gas 


a FPC came through on time and 
in the expected manner when it 
finally authorized the purchasers of the 
government Big Inch and Little Inch 
lines to carry gas on a permanent basis. 
There was reason for haste in granting 
the application of Texas Eastern Trans- 
mission Corporation for a permanent 
certificate to use the Inch lines to trans- 
port natural gas to Philadelphia and the 
Appalachian markets. The reason was 
the time limit for Texas Eastern to make 
its first instalment in payment of the 
lines. Before such instalment could be 
financed, of course, it was necessary for 
Texas Eastern to obtain the proper 
clearance not only from FPC but also the 
Securities and Exchange Commission. 

But a far less simple problem still 
plagues the FPC with respect to the gas 
supply situation in the Detroit area. This 
was with reference to further progress 
on FPC’s split decision granting the 
Michigan-Wisconsin Pipeline Company 
a certificate to construct facilities to serve 
the Detroit market, over the objection of 
Panhandle Eastern Pipe Line Company, 
which already is serving that market. 
On one hand the U. S. Supreme Court 
refused to interfere, in any peremptory 
fashion, with the FPC action in granting 
a certificate for the building of the Michi- 
gan-Wisconsin pipe line. 


N the other hand the city of Detroit, 

disturbed by increasing prices on 
materials and pipe shortages, wants FPC 
to reéxamine the issue of authorizing 
competitive pipe-line construction from 
the standpoint of economic feasibility. 
Litigation involving the merits of the 
FPC’s order granting the Michigan- 
Wisconsin pipe-line certificate is still in 
the District of Columbia courts, while the 
financing of the program awaits clear- 
ance from the SEC. Meanwhile, FPC 
turned down a belated request of Michi- 
gan Consolidated Gas Company for a re- 
éxamination of a 1945 Panhandle rate 
schedule. But the commission will check 
possible violations of this rate schedule 
at hearings beginning January 12, 1948. 
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Exchange Calls 


And Gossip 


USITA Men See Bright Future 


HE most successful of all conven- 
tions of the United States Independ- 
ent Telephone Association (USITA) 
was its fiftieth anniversary, or Golden 
Jubilee, meeting at the Stevens hotel in 
Chicago, October 13th through October 
16th. Approximately 2,000 telephone in- 
dustry folks from both the operating 
and manufacturing fields attended the 
general session and numerous sponsored 
celebrations which featured this event. 
Keynoting the convention, USITA 
retiring President Lumpkin sounded 
a note of triumph and of concern as he 
heralded the opening of the second half- 
century of the association and the tele- 
phone industry in general. The triumph 
sprang from the industry’s intentions of 
vast improvement and expansion in tele- 
phone communications. The concern 
sprang from consideration of where and 
how the money to finance the tremen- 
dous program is to be raised. Lumpkin 
asserted that the telephone business may 
require more new capital during the next 
five years than any other single industry 
in the U. S. He stated: 

We are rightfully concerned about how 
these funds can be obtained, for without 
question they must be sought in a competi- 
tive market. . . . If we are to be successful 
in our quest for new money, we must offer 
an investment equally attractive as that of 
our competitors in the new-money market. 
For fifty years the investment caliber of 
telephone securities has been unquestioned. 
New offerings have been readily absorbed 
by the investing public. Our job is to see 
that there is no change in this situation, 


Mr. Lumpkin made it clear that tele- 
phone companies must increase their 
revenue to meet this competitive market. 
Citing the numerous applications for rate 





increases in many states across the coun- 
try, Mr. Lumpkin said “at no time in 
the past two years has the need or the 
possibility for rate adjustment been 
greater.” He thought the acceptance of 
this doctrine by state commissioners was 
encouraging. 


LYDE S. BAILEY, executive vice presi- 

dent of the association, reviewed 
the work of the full-time USITA staff 
whose headquarters is in Washington 
under Mr. Bailey’s direction. Chairman 
of the USITA Tax Committee, Harold 
V. Bozell, reviewed the association’s 
position on its attempts to have Congress 
eliminate the high special excise taxes on 
telephone monthly rates and toll calls. 
One interesting feature of the second 
day’s session was a discussion on busi- 
ness and public ethics, by Dr. James B. 
McCarthy, dean of the School of Com- 
merce, of the University of Notre Dame. 
Oscar C. Burton, of Tyler, Texas, was 
elected president of the association for 
the coming year, succeeding Mr. Lump- 
kin. The other full-time officers of the 
association were reélected. 

Starting off with the Bell system’s 
tribute to independent telephony via the 
air waves, the convention also saw an 
AT&T executive point with some pride 
to the relationship between independents 
and the Bell system. Keith S. McHugh, 
vice president of the American Tele- 
phone and Telegraph Company, set the 
pace here with his speech, called “The 
All-American Telephone Team.” 

First Mr. McHugh reminisced about 
the growth of the industry from its short 
pants of 1897 to its morning coat and 
striped trousers of 1947, (The coat shows 
a little wear from the war, but a new one 
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is on order.) Mr. McHugh’s thesis is 
that, as telephone systems become more 
and more complex, the interdependence 
of Bell and independents becomes more 
acute. He said: 


. it’s getting more important every day, 

use of the over-all growth of the serv- 
ice, the introduction of new services, and 
the application of new techniques and 
methods. The physical network of circuits 
linking us together grows steadily more 
complex. Our activities touch upon each 
other in more ways and at more points. In 
short, we are more and more dependent on 
each other. ; 


Accordingly, said Mr. McHugh, the 
habit of jointly considering how new in- 
novations will function better for all con- 
cerned should be fostered. He listed 
these examples of constructive moves 
toward codperative thinking: in mobile 
telephone service, extension of toll opera- 
tor dialing systems, and development of 
unattended dial offices in communities. 
Here the two systems swapped advice 
and counsel for mutual assistance in 
working out the “bugs” that arose. This 
day-to-day codperation, said Mr. Mc- 
Hugh, starts with an attitude of mind; 
“in the Bell system we start with the 
conviction that the industry-wide ap- 
proach on common problems is essential 
—that we must look at the whole picture 
rather than any part of it—and that we’ll 
get the best results if we all look at the 
whole picture together. We shall want to 
continue to sit down with you in the 
planning stages, and in all areas the Bell 
companies are seeing to it that they have 
competent, experienced people who will 
make it their business to codperate with 
you on the whole range of joint problems 
and opportunities.” 


Oo’ course, no story of the USITA 
convention would be complete with- 
out mention of E. C. Blomeyer’s master- 
ful interpretation of the history of the 
independent segment of the telephone in- 
dustry in the United States. His article 
was reprinted by the USITA Pro 

Committee and was published in full in 
the pages of Pustic Utiiities Fort- 
NIGHTLY for September 25, 1947. It 
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tells the story graphically and honestly, 
and is one of the best defenses extant for 
the free enterprise system in U. S. com- 
munications. 

The reports of the various USITA 
committees also provide considerable 
food for thought for telephone people. 
The report of the traffic committee, for 
instance, cites that never in history has a 
telephone company’s traffic department 
been called upon to render telephone serv- 
ice under more trying conditions, due to 
shortages of equipment and personnel 
and unprecedented demand. The com- 
mittee advises every traffic manager to 
follow two rules: (1) See to it that your 
company has on order all the equipment 
required for satisfactory operation; (2) 
keep the morale of operating forces as 
high as possible, via pep meetings and 
confidence in early relief of overloaded 
conditions. 

The employment relations committee 
of USITA outlined the success of its 
legislative program in fending off pos- 
sible suits by employees for portal pay, 
through passage of the Gwynne Bill in 
the last Congress. The committee also 
reported satisfaction with current re- 
sults of the Taft-Hartley Act, and noted 
possible action in Congress on minimum 
wages and other proposed amendments 
to the Fair Labor Standards Act. The 
committee took the occasion to point out 
its endorsement of a wage policy favor- 
ing payment of wages in direct relation 
to wages paid for similar work in a com- 
munity. 


HE dial interexchange committee 

tackled two major problems, and 
reached some definite conclusions on one 
of them. This dealt with the question of 
“control office” work, which one tele- 
phone company performs for another 
upon conversion of the latter’s exchange 
to unattended dial operation. The com- 
mittee agreed that this period would see 
the greatest program in history for con- 
verting small exchanges to dial opera- 
tion. So there naturally would be many 
problems springing from the necessary 
relationships between the company tak- 
ing over the unattended dial system and 
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the company whose exchange is being 
converted. 

The committee brought forth an out- 
line containing suggested arrangements 
which might be made between com- 
panies entering into this relationship. It 
deals with such matters as equitable de- 
termination of the costs to each for 
traffic, switchboards, buildings, lands, 
and toll capacity. The committee also 
disclosed that Bell system companies had 
expressed a willingness to go along on 
essentially the same outline of relative 
costs. The other problem taken up by the 
committee dealt with nation-wide opera- 
tor toll dialing, and it is still under con- 
sideration, 

Among other important papers pre- 
sented at the convention were three cov- 
ering everyday problems in telephone 
management. H. W. Pike outlined some 
of his views on tariffs and tariff filing 
for small exchanges. He estimated that 
a balanced, gradual conversion from 
magneto to dial exchanges would be the 
most economical way to handle the con- 
version question. Thomas A. Boyd gave 
an interesting study on “How to Read a 
Balance Sheet,” emphasizing that a com- 
pany balance sheet did not and could not 
tell the whole story of a company’s 
financial condition, but nevertheless con- 
tained a wealth of valuable information 
for those schooled in reading it properly. 

Ray Dalton, vice president and gen- 
eral manager, West Coast Telephone 
Company, called attention to the need for 
review of present-day collection prac- 
tices. He recommended a 4-point collec- 
tion program : (1) a standardized method 
of dealing with delinquent accounts ; (2) 
classification of subscribers by various 
credit ratings; (3) wider publicity and 
understanding of collection methods; 
and (4) adequate training of commercial 
office personnel. Mr. Dalton also stated 
the problems ahead in employee educa- 
tion, and suggested courses of action to 
personnel executives. 

He stressed the need for independents 
to establish systemized training programs 
similar to those set up in the Bell system. 
Mr. Dalton called for the “strongest com- 


mittee this association can muster” to 
study the problem and present concrete, 
practical, and complete plans fitted to the 
personnel needs of the 6,000 operating 
companies in the organization. If neces- 
sary, he urged the larger independents to 
subsidize the training program, for “In 
this business today, we are our brother’s 
keeper whether we like it or not. The 
operating efficiency of our small com- 
panies is the vital concern of us all.” 


* 


AT&T $9 Dividend Due Again 
This Year 


‘oe American Telephone and Tele- 
graph Company will earn its usual 
$9 dividend for stockholders this year, 
according to its president, Walter S. 
Gifford. In a report to stockholders is- 
sued incident to the announcement of a 
new $360,000,000 debenture issue, Mr. 
Gifford disclosed that AT&T had hung 
up new records both in numbers of 
stockholders and in employees. Seven 
hundred and seventeen thousand people 
now hold stock in AT&T, and 650,000 
men and women are listed on AT&T’s 
payrolls. These figures are nearly 
matched by those outlining the tremen- 
dous growth of telephone service since 
the war’s end just two years ago. De- 
spite shortages of equipment and person- 
nel, the Bell system now has 5,700,000 
more phones in service than on VJ-Day. 
Yet there are almost 2,000,000 people 
waiting for phone service on Bell com- 
pany lines. Higher costs have cut net 
revenue, but the $9 return will still be 
realized. 

The stockholders’ vote approving the 
huge debenture issue was the result of a 
proxy call sent out in early September. 
The issue will be dated December 15th, 
and will mature on that same date in 
1957. Stockholders may subscribe for de- 
bentures in a ratio of $100 for every six 
shares of stock held. The debentures are 
convertible into stock after March 31, 
1948, at $140 a share. The new funds 
will be used for the expansion program in 
various companies all over the system. 
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Commonwealth & Southern Plan 
Stresses Intrinsic Value 


N the hearings before the SEC (Octo- 

ber 9th) on the proposed plan to re- 
tire the preferred stock of Common- 
wealth & Southern Corporation, Jay 
Samuel Hartt testified as an expert wit- 
ness. He considered the company’s plan 
to deliver for each share of preferred 
stock 2.52 shares of Consumers Power 
and .55 shares of Illinois Light common 
fair and equitable on the basis of the 
bundle of rights theory. “The bundle of 
rights to be surrendered consists of the 
currently operative rights with respect to 
current earnings and dividends, voting 
power, and inchoate rights to a preference 
amounting to $100 plus accrued dividends 
in the event of liquidation.” 

Mr. Hartt studied the intrinsic value 
of the two stocks comprising the package. 
He considered (1) the historical and 
prospective earnings, (2) the underly- 
ing book values, (3) the present market 
price and market history of Consumers 
Power, (4) the estimated market price 
of Central Illinois, (5) the estimated 
value of the two stocks obtained by cap- 
italizing the present and reasonably ex- 
pected future gross income of each com- 
pany, (6) estimated values obtained by 
applying estimated long-term price- 
earnings ratios to the present and pros- 
pective earnings of each company, and 
(7) the estimated long-term dividend- 
earnings ratios to the anticipated divi- 
dends to be received. 

Mr. Hartt also considered the history 
of the company and of the contributions 
made by the preferred and common 
stockholders. The preferred stockholders 
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contributed about $100 per share and 
have received $85 in dividends ; common 
stockholders contributed about $20 per 
share and have received only $1.13. 


NDER the plan each share of pre- 
ferred stock will receive common 
shares earning (in the aggregate) about 
$9.32 and paying $6.14, which more 
than covers the $6 per share paid on the 
preferred. While in Mr, Hartt’s opinion 
the intrinsic value of the stocks to be re- 
ceived substantially exceeds the cost to 
original holders (plus dividend arrears), 
the common stockholders, in receiving 
the balance of the assets, will not be 
compensated for more than a fraction of 

their origina! contribution. 
Mr. Hartt’s definition of intrinsic value 

is interesting : 


It is the amount which an able and will- 
ing buyer would be willing to pay if such a 
buyer were well informed of the assets, 
liabilities, financial condition, and business 
possibilities of the company issuing such 
security, were well acquainted with the ter- 
ritory in which the company operated, and 
were not pressed for an immediate return 
on his investment ; likewise, it is the amount 
which a willing seller, in a similar financial 
position, and possessed of similar facts, 
would be willing to accept in payment. In- 
trinsic value does not necessarily mean the 
market value at any given time in the sense 
that the security or group of securities in 
question could be sold on short notice to any 
one of a number of likely investors at such 
intrinsic value, Instead, it means that a po- 
tential buyer could be found within a reason- 
able period of time who would be willing to 
pay a sum of money equivalent to the in- 
trinsic value assigned. 


Mr. Hartt estimated the intrinsic 
value of Consumers Power at $39.50 a 
share (the stock is currently around 354) 
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and Central Illinois at $40 a share. This 
made the value of the “package” $121.54 
as compared with the preferred stock 
claim of $114 (or if the call premium 
be included, $124). Mr. Hartt held that 
(on the basis of twenty-three years’ 
market history of utility equities) pre- 
ferred stockholders should have oppor- 
tunities from time to time to sell the 
package for at least the amount of the 
call price plus arrears. 


. 
Standard Gas & Electric Plans 


NDER the peculiar provisions of the 
Standard Gas & Electric reorgani- 
zation plan in 1937 the company’s di- 
rectorate is composed of three groups 
—two elected by the prior preference 
stockholders, two by the $4 preferred, 
and 4 by the common stock. This rep- 
resentation is quite inconsistent with 
the aggregate market value of the securi- 
ties of which the prior preference makes 
up roughly two-thirds, the second pre- 
ferred about one-quarter, and the com- 
mon less than 10 per cent. The holders 
of the senior preference stocks are rep- 
resented by Chairman Leo T. Crowley 
and William J. Froelich, while remaining 
directors represent the junior stocks— 
currently joined together to combat the 
claims of the prior preference stock- 
holders. The two groups recently filed 
separate integration plans with the SEC. 
The company’s most important asset 
is some 5,000,000 shares (97 per cent) of 
Philadelphia Company, The latter is an 
important holding company in its own 
right, controlling Duquesne Light (which 
serves the city of Pittsburgh and vicinity) 
together with Pittsburgh Railways and 
a group of natural gas companies. Pitts- 
burgh Railways, which has been in bank- 
ruptcy for nearly a decade, has a very 
large number of subsidiaries. 

Standard Gas also controls Wisconsin 
Public Service and Oklahoma Gas & 
Electric and has substantial interests in 
two holding companies, Louisville Gas & 
Electric and Northern States Power, both 
of which control the important operating 
companies of similar name. 
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_— Standard system is somewhat 
comparable to the “nest of boxes” 
designed to amuse children. The outside 
box is Standard Power & Light, which, 
however, is only a “paper” holding com- 
pany. Within is Standard Gas. The third 
box is the important subholding company, 
Philadelphia Company, and the fourth 
is Pittsburgh Railways (in bankruptcy). 

Several plans have been filed, revised, 
and amended for the recapitalization of 
Pittsburgh Railways, but reorganization 
prospects are still clouded. During the 
period of wartime prosperity, Railways 
accumulated cash assets of over $23,000,. 
000 and Philadelphia Company might 
have a claim to some of this cash because 
of its advances of over $22,000,000 to 
the street railway companies. (Its stock 
interest will, of course, be wiped out.) 
With operations of the street railway 
companies now returning to the red, 
however, this “hidden asset” in the trac- 
tion subsidiaries may tend to deteriorate. 
The question of Deep Rock subordina- 
tion of Philadelphia’s claim has been 
raised, but apparently there is no evidence 
of mismanagement. 

Philadelphia Company’s income from 
its gas subsidiaries is fairly substantial, 
consisting of lease rentals amounting to 
some $2,662,000, plus dividends (in 
1946) of $1,271,000 or a total of $3,933,- 
000. Thus the total income of Phila- 
delphia Company in 1946 ($12,037,000) 
was about two-thirds Duquesne dividends 
and one-third gas income, with a small 
amount of miscellaneous dividends and 
interest. 

The directors of Standard Gas & 
Electric last spring ordered a valuation 
of the company’s portfolio to be prepared 
jointly by Stone & Webster and J. 
Samuel Hartt. This was completed some- 
time ago and has been available to the 
directors, but has not yet been released. 
Presumably, it will be submitted in evi- 
dence in connection with the hearings 
on the two plans recently filed with the 
SEC. This valuation is probably prepared 
on the so-called “intrinsic value” basis, 
taking into account future normal values 
based on price-earnings ratios prevail- 
ing in a more normal stock market. How- 
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ever, a “realistic” appraisal of the com- 
pany’s portfolio would appear to be as 
shown below, based largely on current 
market values. 


TANDARD’s bank loans (due April 10, 
1949) amount to $24,750,000 so that 
liquidation of the loans would leave an 
estimated $95,000,000 assets. Disregard- 
ing call premiums the prior preference 
stocks have total claims of $90,000,000, 
so that if these were satisfied in full only 
a small amount would remain for the 
$4 preferred and common stocks. How- 
ever, the two directors representing the 
prior preference stockholders propose a 
distribution of assets on two bases: If 
Philadelphia Company remains intact the 
prior preference stocks would receive 
80 per cent of remaining assets and the 
junior stocks (jointly) 20 per cent; 
whereas if the SEC order to dissolve 
Philadelphia Company is consummated, 
the ratio would be 92-8 per cent. The 
engineers who appraised the portfolio in- 
dicated their opinion “that the breakup 
and liquidation of the Philadelphia Com- 
pany would result in a reduction of about 
$14,000,000 in the total value of Stand- 
ard’s assets available for distribution 
among its stockholders.” This affords an 
arithmetical clue to the experts’ ap- 
praisal of the entire portfolio. If $14,- 
000,000 reflects the difference between 
the assignments of 80 per cent and 92 
per cent, it looks as though assets (other 
than Oklahoma Gas, which is to be 
liquidated to pay off bank loans) are ap- 
praised at about $117,000,000. On this 
basis the assignment to the prior pref- 
erence stockholders would be about $93,- 


e 


Holdings 


1,100,000 Shs. Wisconsin Pub. Ser. ...... 


750,000 Oklahoma G. & E. 
000 ” Louisville G. & E. (Del.) 
124,000 ” Louisville G. & E. (Ky.) 


000,000—slightly in excess of the pres- 
ent claim. 

It appears probable that the $22,000,- 

excess in the engineers’ appraisal 
over our own estimate is partly due to 
a higher valuation on Philadelphia Com- 
pany stock. This difference might well 
be explained by the assumption that 
Philadelphia Company will be reim- 
bursed for advances to Pittsburgh Rail- 
ways in the eventual reorganization of 
that company. 

The second integration plan for Stand- 
ard Gas, submitted by the majority of 
its directorate acting on behalf of the 
junior stocks, suggests the sale of Wis- 
consin Public Service instead of Okla- 
homa Gas & Electric in order to pay off 
bank loans (meeting any deficiency 
through treasury cash). They then pro- 
pose to distribute the stocks of Okla- 
homa Gas & Electric and Louisville 
Gas & Electric to the prior preference 
stocks “in cancellation of all or such part 
of the claims . . . as is consonant with the 
standards of fairness and equity.” How- 
ever, since these assets are currently 
worth only about $35,000,000 the plan 
adds “to the extent that any portion of 
the claims . . . remains unsatisfied. .. . 
such claims will be satisfied by other as- 
sets of Standard, including possibly com- 
mon stock of Philadelphia Company or 
underlying assets thereof; all in such 
manner as shall be specified in a supple- 
ment to this plan.” 

Thus the plan in its present form is 
rather nebulous, but it does seem to in- 
dicate that the junior stockholders are 
not concerned over the threatened break- 
up of Philadelphia Company. 


Northern States Power (Del.) B, etc. ................. 


5,025,000 ” 


Philadelphia Co. ......... 
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What Others Think 


Watchwords at AGA Convention — 
“Progress” and “Responsibility” 


of the American Gas Association, 
held early in October in Cleveland, 
Ohio, R. H. Hargrove, in his address 
as the retiring president of the associa- 
tion, told the 4,000 assembled members 
that “progress demands responsibility.” 

Mr. Hargrove, who is president of 
Texas Eastern Transmission Company, 
spoke of the many forces at work in 
America which are increasing the inter- 
dependence of all economic activities. To- 
day, as never before, he declared, the 
gas industry and every individual in it 
must measure up to his responsibilities 
or fall by the wayside. 

The gas industry, he said, now stands 
at the peak of its activities, serving 26,- 
000,000 customers, and its annual rev- 
enues amount to $1,250,000,000, the 
highest ever recorded. However, mount- 
ing costs of raw materials and labor 
have made heavy inroads on net income. 
The trend, it was pointed out, brings 
into sharp focus the increased responsi- 
bilities to customers and investors, call- 
ing for statesmanship of the highest 
order. 

Following a brief physical inventory 
of the gas industry and its recent ad- 
vances, Mr. Hargrove said: 


A the twenty-ninth annual gathering 


Where do we stand in the public’s mind, 
and how well have we acquitted ourselves 
in meeting our obligations to our customers? 

Fortunately, our industry has taken steps 
to secure the facts before charting a 
course and has in its possession an authori- 
tative barometer of public opinion. A na- 
tion-wide survey completed last October 
[1946] established the fact that the gas in- 
dustry ranks favorably in the public mind 
in comparison with the two other principal 
utilities. Gas outranked these utilities in ex- 
cellence of service and our companies were 
rated ahead in courtesy shown by employees 
in dealings with customers. On the question 
of rates, more people thought gas rates were 
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reasonable than was true of the other com- 
parable utilities. 

This seemingly satisfactory record is no 
cause for complacency or self-congratula- 
tions, however. The margin in each case 
was small and since that survey was made 
a winter of gas shortages has intervened and 
the industry has been buffeted about in the 
public press and has suffered some loss of 
prestige because it has not told its side of 
the story as promptly, completely, and effec- 
tively as it should have done. We are faced 
with a similar situation this winter and for 
the same reasons. We must meet this situa- 
tion squarely. The public has a right to 
know the facts and we have a definite re- 
sponsibility to supply them. Indeed, if we 
do not supply them we will suffer an irre- 
trievable loss of good will—and rightly so! 


7S speaker urged that the industry 
use every channel of communica- 
tion at its command to tell customers the 
facts of the situation, and he declared 
that 


The truth of the matter is that there is no 
shortage of gas and never has been. There 
is only a shortage of distribution and pro- 
duction facilities due to a shortage of ma- 
terials—principally steel—with which to 
make pipe, compressors, gas manufacturing 
equipment, and other means of expanding 
to meet the unprecedented demand for gas 
service. 

. If in the final analysis we are forced 
to curtail we should have a carefully con- 
sidered plan of curtailment which will 
cause the least inconvenience to our cus- 
tomers. 

Management has a heavy responsibility in 
selecting those customers whose supply must 
be temporarily restricted. While codpera- 
tion with regulatory authorities is essential 
in these instances, management can ill afford 
to disclaim responsibility and look to such 
agencies for a complete solution of the prob- 
lem. Naturally, our residential and commer- 
cial business, as it affects the most people 
and will wreak the most hardship, should 
suffer the least inconvenience. But, if by 
careful planning and exerting the utmost re- 
sourcefulness we can preserve our industrial 
business intact, so much the better. 
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Commenting then upon the importance 
of the industrial load, Mr. Hargrove 
presented a graphic picture of the con- 
tribution made by natural gas to a num- 
ber of operations in industrial plants 
where in recent years it has become an 
“indispensable part of many production 
operations.” He said 


This extraordinary fuel now has an essen- 
tial character to production in modern indus- 
try and makes possible such economic ad- 
vantages as ability to pay higher wages, pro- 
vide better working conditions, and at the 
same time produce better and more products 
at less cost. As the gas industry has made 
such an outstanding tool available to general 
industry, it necessarily has incurred respon- 
sibility for continuity and adequacy of serv- 
ice, since many industries must depend com- 
pletely upon a service around which it has 
built its industrial heat applications to the 
exclusion of any other fuel. In the heat- 
treating and chemical industries these ap- 
plications have progressed to such an extent 
that in many instances operations are 
stopped cold whenever such natural gas sup- 
plies are not available. 

It is not a question of whether we have a 
moral responsibility to industries to continue 
to serve their needs. The facts we must con- 
sider are that our industries are dependent 
upon gas and that the communities we serve 
are in turn dependent for their well-being 
on the retention and prosperity of these in- 
dustries. Of course, it is normal and sound 
natural gas operating practice to maintain 
pipe-line load factors by contracting for a 
certain amount of interruptible industrial 
business. 

We cannot, however, arbitrarily shift 
loads or load factors as we might wish to do. 
We have to be sure that whatever we do to 
effect changes will not disrupt the highly 
complex economic fabric upon which our 
business and communities are built. 


HE ever-increasing demand for gas 

house heating has created special 
problems, it was noted, and has, in many 
cases, accentuated local gas shortages. 
The speaker stated: 


The current practice of part of our in- 
dustry of prohibiting or discouraging the 
installation of heating equipment cannot be 
held indefinitely, and our plans must con- 
template the eventual handling of this load 
in a satisfactory manner whether we like 
it or not. To minimize the effect of this load 
upon our investment and our operations, it 
is desirable to seek a compensating and 
balancing summer load, such as gas air con- 
ditioning, and to build our industrial load 


so that heating sales represent a lower pro- 
portion of the total sales. 

Some of us have been too ready to admit 
restrictions to our growth and to define the 
limits of our progress. This is a short- 
sighted and unrealistic frame of mind. Any 
limits to our growth exist only in the minds 
of those who are too bound by outmoded 
methods to recognize the great opportunities 
that are knocking frantically at our door 
Cl 

When stating our case to the public we 
should take special pains to shatter forever 
the specter of a limited supply of gas, Our 
resources include proved recoverable re- 
serves of 160.6 trillion cubic feet of natural 
gas as of the end of last year, or an increase 
over the previous year of 24 times the an- 
nual production. Year by year our estimates 
of natural gas reserves have increased until 
today they represent an advance of 600 per 
cent over 1928, 160 per cent above 1934, and 
90 per cent more than 1940. In the meantime 
tremendous quantities of gas have been 
taken from nature’s storehouse. Does that 
sound as though natural gas was in short 
supply? 

Touching upon various matters of 
moment to the continued progress of the 


gas industry—among them customer and 


employee relations, more effective crea- 
tive selling, intensive research, and par- 
ticipation in community interests—Mr. 
Hargrove referred especially to the ques- 
tion of rates. 

He said: 

One of the greatest incentives to Progress 
and development of a utility business is a 
sound rate structure. Most gas rate struc- 
tures are more than ten years old. Perhaps 
they need an overhauling. They need a bet- 
ter balance between rates for various types 
of load. They need increased prices for that 
type of load which creates bad load factors 
and higher costs. 


AN event of especial interest to those 
attending the convention was the 
address of Nelson Lee Smith, chairman 
of the Federal Power Commission. In 
a frank discussion of the “Regulation of 
Gas Utilities,” he made the significant 
admission that conventional regulation 
has failed in its application to wholesale 
rates. 

Addressing his remarks primarily to 
the regulation of interstate natural gas 
companies now subject to the jurisdic- 
tion of the Federal Power Commission, 
the chairman stated: 
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It must be assumed that Federal regula- 
tion in this field is here to stay. But, if such 
regulation i is to be truly in the public interest, 
it must be neither unduly partisan nor frozen 
into particular patterns; rather, it must be 
a just and realistic process, and therefore 
one which is sufficiently flexible to meet 
equitably the needs of constantly changing 
conditions. This is not something that comes 
about automatically. To have it so calls 
for the constructive thought and codpera- 
tive effort of all concerned. 


Referring to the natural gas investiga- 
tion, conducted over a period of almost a 
year by the Federal Power Commission, 
Mr. Smith said that there had been as- 
sembled “a mine of factual data and 
opinion regarding the condition, pros- 
pects, and regulation of the industry.” 
Reports on various phases of the investi- 
gation, prepared by members of the com- 
mission’s staff, have been circulated in the 
gas industry for comment and criticism 
he said, and added: 


The procedure described was adopted by 
the commission to afford all those interested 
a full and fair opportunity to contribute to 
the soundness of the ultimate regylt. We 
have been, and are, firmly convinced that 
those most directly concerned could be par- 
ticularly helpful in this review of the statutes 
and of our own performance under them. 
We have not been shaken in this conviction 
by the efforts of some to secure prema- 
turely legislative action along lines evidently 
determined upon by them some time before 
even the first of the staff reports had been 
circulated. 

We regard the extreme form of the 
amendments proposed as inimical to the pub- 
lic interest in various important respects; 
but we have never taken the position that 
either the Natural Gas Act or our admin- 
istration of it could not be improved, and 
we are as anxious as ever to have the sug- 
gestions and assistance of the industry in 
these respects. But make no mistake about 
it, we have no intention of acquiescing in 
industry proposals which would be unfair 
to other segments of the public. You of the 
industry properly expect the commission to 
be open-minded and fair in dealing with 
your problems. Are you prepared to ap- 
poeeeh the matter of regulation in the same 
way 


A’ to the nature of these industry and 
regulatory problems, the chairman 
stated that he saw them as “having to do 
with questions of jurisdiction, rate mak- 
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ing, and service,” and he further ob- 
served that 


The authority of Congress to regulate the 
natural gas business is as sweeping as the 
concept of interstate commerce. It could 
extend, therefore, from the well-mouth, or 
even perhaps from the bottom of the well, 
to the consumer’s burner tip. In conferring 
regulatory jurisdiction upon the Federal 
Power Commission, however, Congress 
clearly intended not to make the grant of 
authority coextensive with its own basic 
powers. Particular emphasis was given to 
the intention that state regulatory authority 
was to remain unimpaired. By the terms of 
§ 1(b) of the act, neither the production and 
gathering of natural gas nor its local dis- 
tribution and the facilities used therefor, 
even though involving interstate commerce, 
were made subject to Federal regulation. . . 

The upshot of the interpretations which 
have been placed upon commission policy 
and judicial decisions regarding production 
and gathering is unfortunate. A wholly mis- 
leading impression of the commission’s posi- 
tion has been created. Actually the commis- 
sion has never sought in any way to exercise 
control over either the independent producer 
or gatherer, the price at which he sells his 
gas to a pipe line, or the processes of pro- 
duction and gathering even when carried on 
by natural companies otherwise subject 
to its jurisdiction. 

As the commission has repeatedly stated, 
that is its construction of the original con- 
gressional intent. It is also, in my opinion, 
the way the situation should remain. I can 
see no justification for an extension of Fed- 
eral control over thousands of individuals 
and firms engaged in gas exploration, de- 
velopment, and production. onomic fac- 
tors and more effective conservation activity 
by the producing states are making substan- 
tial headway in preventing waste of gas in 
the field. Means exist, under the interstate 
compact, for needed codrdination of the 
efforts of individual states. This would seem 
hay sufficient for any needs now foresee- 
able. 


EGARDING production and gathering 
properties owned by natural gas 


companies, however, the commission has 
taken a different view, the chairman 
said, and commented: 


. .. Its assertion of jurisdiction over them— 
but not over their operation—has been called 
inequitable, inconsistent, and at variance 
with the congressional intent. ‘ 

There is ample evidence in the legislative 
history that Congress understood fully what 
it was doing. It did not intend that the com- 
mission’s accounting supervision or its 
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authority to secure information should be 
restricted to a portion of the corporate per- 
sonality. The sections providing for de- 
terminations of investment, for whatever 
regulatory purposes used, and authorizing 
the investigation of production or transpor- 
tation costs, even where no rate power exists, 
are not limited to transmission facilities. 
The Congress recognized, too, that the regu- 
latory agency must be able to inquire intelli- 
gently into the reasonableness of all charges 
and transactions—particularly i in the absence 
of arm’s-length bargaining—which may 
affect the rates of a natural gas company. 

Jurisdiction for all these purposes would 
still be needed in applying a “field price” 
formula in rate making, if any consideration 
whatever were to be given to any elements 
of cost, and if the public were to be afford- 
ed proper protection against possible abuses 
of affiliate relationships. The oblique juris- 
dictional approach is confusing; the prob- 
lem of suitable rate standards must be faced 
directly. 


Before leaving jurisdictional matters, 
however, I shall refer briefly to the busi- 
ness of local distribution, in which so many 
of you are engaged. The commission has 
been seeking, through a case by case method, 
to give full effect to the exemption om 
Federal regulation plainly intended by C on 
gress, although border-line cases arise at 
end of pipe lines as well as in the gas fields. 


Regarding the question of rates, the 
speaker entered into some detail, stat- 
ing that, “in the performance of its rate- 
making function,” 


the commission has made regulatory history 
by ending the nightmare of reproduction 
cost valuations of utility property. Applying 
somewhat similar reasoning, it has also 
treated the gas moving through the pipe line 
on a cost or outlay basis. When purchased 
at arm’s length from independent producers, 
the price paid is allowed in rate making as 
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recoverable operating expense. Likewise, 
when gas is produced by the pipe-line com- 
pany or an affiliate, exploratory, develop- 
mental, and production and gathering costs 
—less credits for recoveries of other saleable 
hydrocarbons—are allowed as operating ex- 
pense, with the net investment in the facili- 
ties used for production and gathering in- 
cluded in the rate base upon which the over- 
all fair rate of public utility return is al- 
lowed. The continued application of that 
method has become highly controversial, 
especially as rising demands for gas in both 
pipe line and other uses have sharpened the 
issue by increasing the disparity between the 
results of this and of alternative methods. 
The commission’s method is direct and 
simple, avoiding conjecture as to the “in- 
trinsic value’ of a commodity which fre- 
quently cannot be said to have a market 
price, in the ordinary sense of the term, due 
to such factors as relatively small independ- 
ent production in the field, lack of competi- 
tive pipe-line outlets, inequality of bargain- 
ing power, old contracts of long duration, 
and so forth. It minimizes the risks of ex- 
ploration, drilling, and production by natural 
gas companies, as well as their speculative 
profits from such operations. At the same 
time it protects those whose production costs 
are high. In several cases rates so de- 
termined have been sustained by closely 
divided opinions in the highest court, al- 
though dissenting justices have been severely 
critical of the method and its results. 


per the most part, Chairman Smith 
said, the natural gas industry advo- 
cates rate making which would reflect 
the assignment, in one way or another, 
of a “field price” to gas produced by 
pipe lines and their affiliates, and that 
“the weight of economic and equitable 
considerations appears to be on that side 
of the case.” 
Continuing, he observed: 


. . « In simplest terms, it does not seem to 
me reasonable that gas coming from a com- 
mon pool should have one value—pre- 
sumably determined by conditions of demand 
and supply—if taken from the well of an 
independent producer, but another value— 
fixed by regulatory authority on the basis 
of net cost alone—if drawn from an adja- 
cent well owned by a pipe line or its affiliate. 
I think that in rate making weight should be 
given to the commodity value of all the gas, 
and not just the portion of it that is inde- 
pendently produced. 

This conclusion requires careful statement 
and considerable qualification, however. I 
do not wish to be understood as suggesting 
anything like the “field price” standard 
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which some industry spokesmen have ap- 
parently had in mind. Extreme proposals 
have been made which show little or no 
consideration for the interests of either in- 
dependent producers or ultimate consumers. 


Continuing his analysis of this situa- 
tion, the chairman expressed the view 
that “there would be no equity in giving 
to the pipe line at consumer expense 
more than it is actually paying on a 
weighted average basis for the gas which 
it purchases in the field.” Likewise, he 
added, 


the regulatory agency must be in position to 
apply suitable standards wherever, as is so 
often the fact, market price does not exist 
in any comprehensive sense of the term. It 
must be able to protect the public against 
the rigging of average payments through 
collusion between buyer and seller. Obvi- 
ously, produced and purchased gas would 
have to be reduced to parity in terms of 
quality, delivery, and the like, with both 
credits and costs associated with explora- 
tion, development, or production excluded 
from consideration. There must be freedom 
to give such weight to cost factors as may 
be appropriate to serve the ends of justice 
in particular situations. This is a matter 
for determination by public authority and 
not by the regulated natural gas company. 

With all the variables which must be taken 
into account to produce an equitable result, 
I have yet to see how any formula can fully 
meet the objectives and afford the essential 
safeguards which [ have mentioned. It seems 
to me that consideration will have to be 
given to a more general and flexible method 
of approach. This, however, should leave 
no doubt about the necessity of giving proper 
recognition to the commodity value of nat- 
ural gas. 


i igemigean then to the use of natural 
gas, to the question of “service,” 
the speaker referred to the very great 
increase in consumption in recent years, 
and said that “the end is nowhere in 
sight. The industry is confronted with a 
runaway market.” “Meanwhile,” he add- 
ed, “so long as gas supply is short in the 
great consuming regions, every effort 
should be made to deal fairly with the 
conflicting claims of various market areas 
and customer groups whose total de- 
mands cannot possibly be met.” He said 
that the commission 


: +» has not sought to control “end use” 
in the sense in which that term has 
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used in the gas industry. In certificate pro- 
ceedings it has properly insisted that the 
nature of the demand for gas is an element 
bearing upon public convenience and neces- 
sity, but it has several times stated that 
“the economic impact (of its action) upon 
the coal industry, the railroads, and those 
employed in these industries constitutes just 
one of the factors to be taken into account 
in this determination.” The commission has 
been active in shortage situations to prevent 
undue discrimination and to assist in allevi- 
ating hardship. It could not properly have 
done less. 

I hope that it will be possible for the 
commission to avoid going farther into these 
matters of gas supply and service. I would 
much prefer to see gas usage governed by 
the interplay of economic forces than ac- 
cording to patterns imposed by an authority 
which, to wisely plan and control the fuel 
economy of the nation, would need super- 
human gifts of prophecy and wisdom, 


Chairman Smith closed his address 
with these words: 


My purpose in this candid talk about 
some of the regulatory problems of the gas 
industry has been to try to clarify a few of 
the central issues which are of current con- 
cern. I hope that I may have given you a 
basis for their further consideration. I be- 
lieve that real progress can be made through 
an interchange of ideas and suggestions. 
And I think that the questions before us 
are so vital to the welfare of both the in- 
dustry and the public as to call for efforts 
on the part of all concerned to deal with 
them in a sensible, constructive way. 


The FPC chairman’s remarks created 


future, he summed up the 5-year outlook 
as follows: 


The fuel outlook for the next five years, 
barring war on the one hand and a 

substantial recession on the other, ap 
to add up to this: Natural gas will +" 
adequate supply in an increasing number of 
areas, but not to large areas now unserved 
that want it and need it, and probably not in 
all areas now being served. Coal will prob- 
ably be tight through the early part of the 
period but may become easier toward the end 
of it, much depending on the quantity that 
must be exported. Fuel oils will probably 
be in tight supply throughout the period. 


While the United States has “tremen- 
dous known gas reserves,” and “it is un- 
doubtedly true that large additional re- 
serves will be found,” Ball declared that 
“these great reserves will not last long if 
a major part of the fuel demand of the 
United States is centered upon them.” As 
to where lies the remedy, he said: 


. » Not regulation of end use, of that I 
am convinced. Down that road, in my 
opinion, lie confusion, regimentation, and 
stagnation. I hold in high respect the ability 
of government servants, particularly that of 
my friends in the Federal Power Commis- 
sion, but I cannot conceive of a government 
agency wise enough to say, with justice and 
the requisite foresight, who shall use how 
much gas for what. Experience and com- 
mon sense tell me that such things should 
be determined in the market place, not the 
council chamber; by the free play of com- 
petitive forces, not by the fiat of any official 
but finite man or men. 


immediate interest at the convention. The remedy lies rather, as I view it, in a 


They were interpreted as an invitation proper price relationship, a price relation- 
y 7 = Co ship such that coal, the plentiful fuel, will 


to the natural os industry to work out carry its proper share of the national fuel 
some compromise to arrive at a com- load. 
modity price standard for gas—one 
which will not penalize dealings between rR. BALL told his audience that he 
affiliated companies. Such a consumma- did not decry the regulation of the 
tion should aid to relieve the present cost of gas to the consumer, but his con- 
situation which has to some extent dis- tention was that, unless gas is to be 
couraged production and freedom of called upon “to carry an undue share of 
transactions between producers and pipe- the fuel load, there must be an area 
line companies. within which the law of supply and de- 
mand can operate, an area where the 
M* W. BALL, director of the oiland price is fixed by competitive value and 
gas division, U. S. Department of not by regulation. ” “That area—the only 


the Interior, addressed the convention on remaining area,” he said, “is in the pro- 

the subject of “Fuels for Today and To- ducing field.” He declared: 

morrow.” For the coming winter, he . It seems to me imperative, if we are 

said, it is evident that gas, oil, and coal not to use up our natural gas reserves while 

will be in short supply. Regarding the equivalent heat units of coal and oil go un- 
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used, that the production and gathering of 
gas, and the price paid therefor, be as free 
from regulation as the production and 
gathéring and price of coal and oil; 
that competition, and competition alone, be 
allowed to determine the price of gas at the 
point of delivery for interstate shipment. 


Pointing out that “still other forces 
are bearing upon the field price of gas,” 
the speaker noted that 


. . . One of the most important is the in- 
creasing pressure for gas conservation by 
the state conservation commissions, and 
their recognition of price as the most potent 
conservation agent. 

No one is likely to save, gather, and de- 
liver gas for less than it costs him to save, 
gather, and deliver it. He is in business to 
make a profit, and if he fails to make a 
profit he will soon be out of business. Un- 
less he can make a profit on selling his gas 
he will waste it. Few operators, on the 
other hand, will waste gas if they can sell 
it at a profit. A difference of half a cent 
per thousand cubic feet may determine 
whether gas is burned in a flare in Texas 
or in a gas furnace in Ohio. 

The gas furnace and also the gas flare, 
moreover, have a competitor coming up: 
the plant for converting natural gas into 
liquid fuels. People who want natural gas 
for cooking or heating or industrial uses 
are going to have to pay a high enough 
price, within a few years, to keep the gas 
they want from becoming gasoline. 


Reminding the men of the gas indus- 
try that “competition is not a one-way 
street and that prices can travel it in 
either direction,” Ball added that “gas 
prices may not do all the traveling.” In 
closing his remarks, Mr. Ball said that 
the important thing to have in mind in 
the price relationship of the two fuels— 
gas and coal—is that an area is kept with- 
in which the price of gas, like that of 
coal, is regulated solely by the law of 
supply and demand. 


OSEPH PURSGLOVE, JR., vice president 
J in charge of research, Pittsburgh 
Consolidation Coal Company, addressed 
the convention upon the over-all fuel and 
energy demands in the United States. His 
paper, entitled “Will Coal Help to Meet 
the Future Needs for Gaseous and 
Liquid Fuels?” presented a studied and 
informative picture of the situation. Mr. 
Pursglove said: 


Fuel for comfort, and fuel for energy to 
drive the wheels of industry are subjects of 
genuine public interest today. Had there 
been the need for striking evidence of this 
interest in our country’s fuel and energy pic- 
ture, that evidence clearly was to be seen in 
the nation-wide, in fact world-wide, reac- 
tion to a joint announcement made last 
March by Pittsburgh Consolidation and 
Standard Oil Development Company. This 
announcement told of our research plans in 
the field of coal gasification and liquefac- 
tion. . . . 

Any analysis of the present and prospec- 
tive fuel and energy picture in this country 
entails an examination of the broad front 
along which the demand is expanding. Such 
an analysis furnishes logic in the framing of 
a question which, if suggested only a few 
years ago, would have sounded strange in- 
deed. That question is this: 

Aren’t we in the coal industry, you who 
comprise the gas industry, and all the oil 
interests of the country, faced with the need, 
in the public interest, of finding common 
ground on which we can work together? 
While I am aware of the difficulties involved 
in getting the government to understand the 
need for any such arrangement and to give 
its blessing, I believe that such codperation 
offers the only real means by which that very 
important job of meeting the over-all fuel 
and energy needs of the country can be ac- 
complished. 


HE speaker then commented at 

length upon investigations made by 
his company into the various sources of 
energy in this country. Reference was 
made to coal, oil, and gas, and to the 
problems confronting each of those in- 
dustries. As to the gas industry he re- 
marked: 


. . . Your industry appears to have sub- 
stantial reserves for the next few decades at 
least. This applies particularly in your new- 
er fields of the Southwest. Transmission of 
the available surplus of this fuel to large 
consuming markets seems to present a prob- 
lem to which, for the-present at least, there 
appears to be no ready solution. A means 
of effecting a more satisfactory balance be- 
tween low- and peak-load demands seems 
to be another real problem, the answer to 
which appears closely tied to the whole 
problem of how to meet the nation’s growing 
demand for energy. 

These particular phases of the gas indus- 
try problem, together with the problem of 
the oil industry in meeting growing demand, 
provide some basis for understanding the 
unusual interest evidenced in the possibility 
“' making gaseous and liquid fuels out of 
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WHAT OTHERS THINK 


k. PURSGLOVE outlined the processes 

involved in the large-scale pilot 

plant his company is to build near Pitts- 

burgh to explore the possibilities of mak- 

ing gas out of coal on a vast scale. It is, 

he said, a big and costly job. Looking 
ahead, he observed: 


What the future, that is, the long-time 
future, holds for an industry of this kind, 
only time can tell. What another great 
national emergency involving another global 
war would do in the way of foreshortening 
the time element required for the develop- 
ment of such an industry, can only be a 
guess. As for the thinking and planning of 
my own company today, we see before us an 
extensive program of research out of which 
we hope to obtain the knowledge of how to 
design a process that will work economically, 
and then to project this knowledge into the 
operation of one commercial plant. Even on 
this one plant basis, there are many prob- 
lems, not the least of which is the matter of 
economics tied in with the fuel trends and 
energy patterns of the whole United States. 

There are a few naturally fortunate ad- 
vantages with which we will work in matur- 
ing our own particular project, as we see it. 
First is the fact that as the source material 
for a commercial coal refinery, there is 
available to us a large block of coal large 
enough to sustain the operations of the size 
plant we envision for a long period. Equally 
important, this tract of coal is close to a 
large metropolitan county which is highly 
industrialized and in which the need for ad- 
ditional supplies of gaseous and liquid fuels 
may be developing while we are maturing 
our processes and plans. 


Turning again to the energy picture of 
the future, the speaker made some re- 
vealing comments upon the general 
situation. He said: 


Realizing that all of us in the energy and 
fuel fields must first consider meeting the 
public need, it seems important that we be 
conscious of the relation horizons of the 
varied fuel and energy industries. There is 
a relationship in our objectives of service, 
and there is a relationship in the problems 
that we must face and solve. 

You are aware that the future of the gas 
industry will not be easy sailing. The same 
is true of the oil industry. But just as it is 
true of gas and oil, so there are troubled 
waters ahead for coal, too. Important among 
these coal problems are the tremendously 
increasing capital costs and the ability of the 
industry to engage in long-range planning in 
the development of new production capacity 
in view of its past record of low earnings, 
SUM a0 2 
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Moreover, the trend towards highly 
mechanized and costly coal producing 
operations accentuates the need for large 
and well-placed tracts of coal reserves. This 
also is a factor for increasing capital costs. 


ie matter of capital costs, it was 
noted, involves the consideration of 
financial health—not only for the coal 
industry, but for the entire fuel and en- 
ergy field. Directing attention to an im- 
portant phase in this matter, Mr. Purs- 
glove concluded : 

. It may come to pass, for example, that 
coal will voluntarily yield to gas or oil in 
fields where gas and oil meet the need and 
still serve the broad aims of intelligent con- 
servation and wise use. On the other hand, 
the time may come when you in gas, or those 
in oil, will have to decide whether there are 
not certain energy applications better served 
by coal, thus freeing increments of gas and 
oil to do a better job in other consuming 
fields, all to the end that the American con- 
sumer is served at less cost. In any event, 
we do know with reasonable assurance that 
the need for energy in all its forms will 
grow ... and all of us must grow if this 
need is to be met adequately and if we are 
to retain unfettered management of our 
roles in energy supply. 

We believe the job of supplying this coun- 
try’s long-range energy requirements is too 
vast and complicated to be solved by any one 
group or combinations of companies in coal, 
oil, or gas. What, then, is the solution? I 
shall not undertake a specific and definite 
answer beyond the projection of these simple 
points: (1) The public need for fuel and 
energy must be a matter of first concern ; 
(2) that we should begin to view that need 
jointly; and (3) keep before us constantly 
the necessity for developing government 
understanding of the magnitude of the job 
and that it will need to encourage rather 
than damn codperative efforts among those 
who are to meet the challenge of a growing, 
progressive nation. 


At the general and group sessions dur- 
ing the 3-day convention, other papers 
weré presented, upon a wide range of 
subjects, touching the many branches of 
activity of the gas industry. As pre- 
viously reported, Hudson W. Reed, 
president, the Philadelphia Gas Works 
Company, was elected president of the 
American Gas Association for the en- 
suing year. The 1948 convention is to be 
held in Atlantic City, New Jersey, the 
week of October 4th. 

—R. S.C. 
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The March of 
Events 


In General 


ABA Utility Section 


ee section of public utility law of 
the American Bar Association 
opened its annual meeting with an after- 
noon session on September 22nd, at 
Hotel Cleveland, contemporaneous with 
the national convention of the American 
Bar Association in Cleveland that week. 
The meeting was called to order by Stod- 
dard Stevens, of the New York city law 
firm of Sullivan and Cromwell, chair- 
man of the section. Mr. Stevens intro- 
duced six speakers on a panel discussion 
devoted to the general subject of 
progress and developments in public util- 
ity law. 

The first speaker was Francis X. 
Welch, of Washington, D. C., chairman 
of the standing committee to survey and 
report developments in the field of public 
utility law. Mr. Welch presented the 
1947 annual report of his committee and 
discussed broad and general aspects of 
regulatory evolution in the United States 
since the Supreme Court decision of 
Munn v. Illinois in 1877, and speculated 
as to future developments. Colonel J. G. 
Lynnsdale, Cleveland attorney, gave an 
interesting résumé of the procedure 
used in the Cleveland Electric [lluminat- 
ing Company rate case recently decided 
by the Ohio Public Utilities Commission, 
67 PUR NS 65. 

Freeman T. Eagleson of Columbus, 
Ohio, discussed the recent trend in nat- 
ural gas regulation and the uncertainty 
of extent of Federal Power Commission 
jurisdiction in the light of the Interstate 
Natural Gas Company decision of the 
U. S. Supreme Court. Karl F. Oehlers, 
general counsel of the Michigan Bell 


Telephone Company, reviewed special 
aspects of telephone regulation, and E. 
Smyth Gambrell, of Atlanta, Georgia, re- 
viewed major current problems in the 
regulation of commercial air lines. A 
similar review with respect to motor car- 
rier regulation was made by John R. 
Turney, of Washington, D. C. 

At the morning session of September 
23rd, Ivan Bowen, Minnesota attorney, 
presented the report of the special sec- 
tion committee on utility labor develop- 
ments, which was digested in the PuBiic 
UTILITIES FoRTNIGHTLY issue of Octo- 
ber 23rd, page 591. The substance of Mr. 
Bowen’s discussion appears in this issue 
as a feature article, ante, page 631. 
Patrick Gibson, of Richmond, Virginia, 
discussed practical application of the new 
Virginia statute designed to prevent 
utility strikes, while a similar review of 
the Bell telephone system labor rela- 
tions, especially under the new New Jer- 
sey statute and elsewhere, was given by 
Brook Price, solicitor of the American 
Telephone and Telegraph Company, 
New York city. Joseph H. Johnston, of 
Birmingham, Alabama, gave an account 
of utility strike regulations in the south- 
east area. 

The feature speaker of the afternoon 
session of September 23rd was Chairman 
Nelson Lee Smith of the Federal Power 
Commission, the substance of whose re- 
marks is included in the leading featured 
article in this issue, ante, page 613. 
Chairman Smith graciously responded to 
a number of questions from the floor by 
interested members attending the ses- 
sion. Following Chairman Smith’s re- 
marks, A. J. G. Priest, of the New York 
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city firm of Reid & Priest, presented the 
committee’s report on current problems 
in the regulation of depreciation. Also, 
William A. Roberts, of Washington, 
D. C., discussed collective bargaining 
problems of motor trucking units. T. 
Justin Moore, Richmond attorney, dis- 
cussed the difficulties growing out of an 
attempt to maintain sliding-scale agree- 
ments in a rate case under pressure of 
regulatory supervision. 

Frederick G. Hamley, solicitor of the 
National Association of Railroad and 
Utilities Commissioners, who succeeded 
Mr. Welch on the standing committee in 
the coming year, discussed the position of 
the state commissions in major regula- 
tory controversies of record. T. Justin 
Moore was elected to succeed Mr. Ste- 
vens as chairman of the section, and Ivan 
Bowen of Minneapolis was elected vice 
chairman. The session activities were 
concluded with a dinner dance at the 
Mid-Day club on the evening of Septem- 
ber 24th. 


Permanent FEPC “Detestable” 


ORMER brain truster Donald Richberg 

lashed out recently at proposed fair 
employment legislation as providing an 
open door to Communist disruption of 
American free enterprise. In a brief pre- 
sented to the Senate Labor Committee, 
the Washington lawyer and erstwhile 
head of NRA declared the objectives of 
the measure were “not admirable but de- 
testable.” If the legislation, to set up a 
permanent FEPC and favored by both 
President Roosevelt and President Tru- 
man, were enacted, Richberg said, its re- 
sult would be to deny the “essential lib- 
erty” of selecting business associates. He 
stated : 

The constitutional invalidity of such a law, 
as denial of freedom of association, freedom 
of contract, and freedom of religion, is not a 
righteous but a thoroughly unrighteous ob- 
jective. 

The plain fact is that the function of the 
employer in private enterprise and the sys- 
tem of private enterprise itself would soon 
disappear as the high-sounding objectives of 
antidiscrimination were logically developed. 


There was nothing wrong, Richberg 
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declared, in having a preference to work 
with “persons of a particular race, re- 
ligion, color, national origin, or ances- 
try.’ 
As for labor unions, Richberg said 
they would be a “good piace” to begin 
if an antidiscrimination law were to be 
considered. 


FPC Extends Filing Time 


— Federal Power Commission re- 
cently extended to January 2, 1948, 
the time allowed for filing of exceptions 
to its tentative decision which, if adopted, 
would require the licensing of three 
hydroelectric projects owned by the 
Aluminum Company of America 
through its subsidiaries, the Knoxville 
Power Company and the Carolina Alumi- 
num Company. 

The projects concerned are the Calder- 
wood, Cheoah, and Santeetlah located on 
the Little Tennessee and Cheoah rivers 
in Tennessee and North Carolina, 

The tentative decision was served on 
the companies on September 30th and a 
30-day period allowed for the filing of 
exceptions. 

Extension of the filing period was 
granted upon request of counsel for the 
companies. 


SEC Rejects Plan 


N a memorandum opinion, the Securi- 
ties and Exchange Commission on 
October 16th rejected the motion of its 
public utility division that the reorganiza- 
tion plan of American Light & Traction 
Company be disapproved on the grounds 
that it does not constitute an expeditious 
method of compliance with § 11 of the 
Holding Company Act. 

The ruling noted, however, that the 
staff’s application was “denied this time 
without prejudice to its renewal when the 
entire case is submitted to us” upon com- 
pletion of prolonged hearings reported 
nearing completion. 

The reorganization plan, known as 
“Application No. 31, as amended,” was 
filed jointly by American and its parent, 
United Light & Railways Company, for 
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the purpose of complying with the re- 
quirements of § 11(b) and with the pro- 
visions of an SEC order of August 5, 
1941. 

It provides for disposition by Rail- 
ways of its interests in American which, 


in turn, would dispose of its interest 
in Detroit Edison Company, and con- 
tinue as the parent of an integrated 
gas system. To effect these transactions, 
under the applicant’s schedule, would re- 
quire about two years. 


Connecticut 


Utilities’ Tax Suits 


HREE suits protesting collection of 
the sales and use tax from public 
utility companies and their supply deal- 
ers were sent to the supreme court of 
errors recently. It was reported the 
state’s highest court would be asked to 
decide if the tax applies to public utili- 
ties and companies which supply them 
with fuel, equipment, and other tangible 
personal property. 
Counsel for the companies and Tax 
Commissioner Walter W. Walsh agreed 


on the facts and Superior Court Judge 
P. B. O'Sullivan signed the order re- 
serving the cases for the supreme court’s 
interpretation of the law. 

The actions were brought by the Con- 
necticut Light & Power Company, the 
Southern New England Telephone Com- 
pany, and M. J. Daly & Sons, Inc., of 
Waterbury, dealers in personal property 
used by the utilities. The companies and 
the tax commissioner agreed that no 
question concerning the constitutionality 
of the act would be raised. 


District of Columbia 


To End Sliding-scale Rate 
‘oo Washington Gas Light Com- 


pany last month served notice on 
the public utilities commission that it is 
terminating the present agreement by 
which its rates are fixed each year on a 
sliding-scale basis. 

In a letter to the commission, read at 
the annual rate hearings, Marcy L. 
Sperry, president of the gas company, 
said this year’s changeover to natural 
gas had made obsolete the old sliding- 
scale agreement on rate fixing. He asked 
that a “fresh start” be made on determin- 
ing how gas rates should be fixed. 

Meanwhile, Mr. Sperry said, the com- 


pany would seek no rate increase for the 
coming year, although on the sliding 
scale it is entitled to a 1.3 per cent rate 
rise. Under the so-called sliding-scale 
agreement the gas company is entitled to 
a specified rate of return. Annual earn- 
ings in excess of the authorized rate are 
divided between the company and the 
consumers. Earnings of less than the 
authorized rate provide a basis for a 
utility request for an increase in rates. 

The commission order setting up the 
sliding-scale arrangement states the 
agreement may be terminated by either 
the commission or the company on ninety 
days’ written notice. 


Georgia 
state public service commission to study 


increasing rates by utilities, and ex- 
pressed the hope that these experts also 


To Increase Staff of Rate Experts 
ctinGc Governor Thompson recently 
agreed to hire more experts for the 
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would aid the state revenue commission- 
er in determining the “true value of the 
properties of public utilities.” 

When he was state revenue commis- 
sioner, Thompson contended that public 
utilities return their property for rate- 
making purposes to the public service 


commission at a much higher figure than 
they return it to the revenue commis- 
sioner for taxation purposes. 

Chairman Walter McDonald asked the 
chief executive for funds to employ ad- 
ditional experts to make a study of utili- 
ties pressing for increased rates. 


Indiana 


Trolley Transfer Fight 
Reopened 


‘= question of whether Indian- 
apolis Railways has the right to con- 
tinue charging two cents for transfers 
was open for further litigation last 
month following a ruling by the state 
supreme court that the Marion County 
Superior Court lacked jurisdiction in 
voiding the charge. 

Under terms of a rate order issued by 
the state public service commission in 
July, transfers were to have been free. 
But the transit firm filed an appeal from 
the rate order and announced a plan to 
issue white receipts redeemable for two 
cents each if the commission’s order was 
sustained in an appeal case filed in the 
Marion Circuit Court. 

Attorneys for the commission obtained 
an injunction from Judge John L. Nib- 
lack, of superior court, temporarily re- 
straining the company from instituting 


the plan to charge for transfers. The 
company then obtained a writ from the 
supreme court prohibiting the superior 
court from taking action to halt the 
transfer charge. 

In an opinion written by Judge Oliver 
Starr, the supreme court ruled on Octo- 
ber 6th that the superior court lacked 
jurisdiction inasmuch as the matter was 
involved in the rate appeal case originally 
filed in circuit court in Indianapolis and 
later venued to Hancock Circuit Court. 

Judge John B, Hinchman, of the Han- 
cock court, announced that the rate case 
had been set for hearing November 24th. 
Attorneys for the commission were re- 
ported to be studying the matter to de- 
cide whether they will ask the Hancock 
court for an order enjoining the transfer 
charge pending the hearing of the ap- 
peal. 

The supreme court ruling made the 
writ of prohibition against the Marion 
County Superior Court permanent. 


lowa 


Rules against Private Schools 


HE state supreme court last month 

ruled that children attending pri- 
vate or parochial schools cannot be trans- 
ported in public school busses. 

The unanimous opinion, written by 
Justice Oscar Hale of Wapello, held that 
public schools which do furnish trans- 
portation for such pupils would not be 
eligible for any funds under the state’s 
$2,000,000 school bus aid program. 

The opinion held further that trans- 
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portation of such pupils is not permis- 
sible under Iowa laws even if parents of 
the children reimburse the public schools 
for it. 

The question of transportation of 
parochial and private school pupils in 
public school busses has been debated in 
Iowa for many years, usually in connec- 
tion with efforts to place in the state code 
a provision specifically permitting it. All 
efforts to pass such a law have been un- 
successful. 


NOV. 6, 1947 








PUBLIC UTILITIES FORTNIGHTLY 


Missouri 


Fare Increase Granted 


HE Kansas City Public Service 
Company was authorized to collect a 
straight cash fare of 10 cents, for adults, 
on its streetcar and bus lines in Kansas 
City, in an interim order issued on Octo- 
ber 16th by the state public service com- 
mission. The order, issued after a brief 
hearing, was effective November Ist. 
The present cash fare was 10 cents, 
but four tokens were sold for 35 cents. 
The new order eliminates the tokens for 


an indefinite experimental period, pend- 
ing an audit by the commission of the 
operations of the company under the 
straight 10-cent adult cash fare. 

No objection was offered by the city 
of Kansas, City, which had agreed to 
the company application for an increase. 
In an intervening petition the city asked 
the commission to approve the fare in- 
crease for streetcar lines, but reserved an 
objection as to the jurisdiction of the 
commission over fares of the company’s 
bus lines. 


Nebraska 


District’s Protest Ignored 


HE U. S, Supreme Court on Octo- 
ber 13th refused to hear a protest 
by the Central Nebraska Public Power 
and Irrigation District against an assess- 
ment on “profits” the Federal Power 
Commission claims is due the govern- 
ment. The corporation, which operates an 
irrigation and public power project, 
claimed exemption from payment of an- 
nual charges required of licensed firms 
under the Federal Power Act. 
The FPC sought to collect about $4,- 
000 on earnings above costs which were 


$106,320 in 1942, and $7,300 on earnings 
of $264,000 in 1943. The power district 
claimed the earnings were not “profits.” 
It said the money was set aside for future 
bond redemption, which would result in 
lower rates. It noted that a Nebraska 
law requires such corporations to set 
rates that reflect to customers any bene- 
fits from the profitable operation of busi- 
ness in the district. 

The project pools and sells power 
along with two other similar districts 
through the “Nebraska public power sys- 
tem.” 


New Jersey 


Fare Increase Sought 
HE Public Service Codrdinated 
Transport, which provides bus and 
trolley service in an estimated 80 per 
cent of New Jersey’s cities and towns, 
announced recently that it would apply 
to the New Jersey Board of Public Utili- 
ty Commissioners on November Ist for 
permission to increase local fares from 5 
cents to 7 cents a ride. 
The company cited rising costs as the 
reason for seeking the rise in the basic 
fare for each zone in which its vehicles 
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operate. In the last year, it said, wage 
increases to its employees have resulted 
in $7,200,000 additional expenses. 

Since the end of the war, the com- 
pany’s statement said, it has spent $19,- 
000,000 for 1,422 new busses and $4,- 
000,000 for new terminals and other im- 
provements. Its 6,600 operators and me- 
chanics got a raise of 18} cents an hour 
a year ago and another 16} cents an hour 
in August. 

If approved, the increase will be the 
first general fare increase since 1930. 
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The Latest Utility Rulings 


Cost Basis May Speed Action on Utility 
Rate Increases 


HAIRMAN Maltbie of the New York 

commission, in a proceeding in 
which a temporary increase in gas and 
electric rates was granted, discussed the 
historical conflict between original cost 
and reproduction cost and changes of 
position in different economic areas. He 
commented that following the Smyth v. 
Ames (169 US 466) period, when re- 
production cost was given “undue prom- 
inence,” whenever the public sought rate 
reductions or the companies sought rate 
increases it was common for one party 
or the other to urge that an estimate of 
reproduction cost should be submitted. 
He continued : 


Naturally the party which urged such a 
procedure found it advantageous to have 
such an estimate and companies fearing rate 
reductions were those who generally insisted 
on such an estimate. As its preparation in- 
volved an inventory of the property which 
few companies then had and the application 
of synthetic prices to such inventory, a large 
amount of time was required, and not in- 
frequently the financial gain of postponing 
a rate reduction yielded a handsome profit 
over and above the cost of the investigation 
which generally explained why the whole 
reproduction cost idea was so warmly sup- 
ported and often used by utilities. 


Upon the other hand, when World 
War I inflated costs and companies 
wanted increases immediately, those op- 
posing such increases naturally said 
“what is sauce for the goose is sauce for 
the gander” and urged that if a repro- 
duction cost estimate with all its retinue 
of hangers-on was necessary in order to 
determine a reasonable rate when rate 


669 


reductions should be made, the same 
plan would be applied when companies 
wanted increases. 

Court decisions then gave little sup- 
port to the theory of prudent investment 
or original cost, and the public as well 
as “thoughtful students of regulation” 
were apt to conclude that regulation was 
a failure and that government ownership 
and operation were the only solution. 
Utilities also opposed original cost ac- 
counting. They did not wish to surrender 
the reproduction cost idea. 

Today, Chairman Maltbie continued, 
we are in the period which a few proph- 
esied would come sooner or later, where 
utilities are facing increased costs and 
where there is need for prompt action. 
After referring to pending applications 
for gas rate increases, he continued : 


If a reproduction cost estimate had to be 
prepared and accrued depreciation de- 
termined ab initio, how many months or 
years might be necessary to apply the Smyth 
v. Ames doctrine? But, in each of these 
cases, the original cost of the property was 
determined several years ago and each com- 
pany revised its accounts to conform to the 
determinations of the commission. 


Construction work in progress, it was 
held, should not be included in the rate 
base when estimated revenues to be pro- 
duced by this property are not included. 
Partially used property must be deter- 
mined in a rate case, although in an ac- 
counting proceeding it is included in 
plant in service. A gas storage holder 
about to be retired must be eliminated 
from the rate base. Plant held for future 
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use must be excluded when there is no 
plan for its immediate use. 
Consumers, the commission held, 
should not be burdened with a gas 
utility’s expenses for merchandising and 
jobbing activities. Revenue received from 
service calls should be accounted for 


under “service of customers—installa- 
tion” and not under “merchandising, 
jobbing, and contract work,” so that both 
revenues and costs of this service receive 
proper consideration in.a rate proceeding. 
Re Kings County Lighting Co. (Case 
12978). 
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Destruction of Property Does Not End 
Service Obligation 


Bre New York commission investi- 
gated the question of service by a 
water company whose 22,000,000-gallon 
storage reservoir had been destroyed by 
a rain storm of cloudburst proportions 
which tore away a dam and spillway. 
There was said to be some doubt as to 
whether the company would reconstruct 
the reservoir, 

The company has a 3,000,000-gallon 
reservoir fed by springs and surface sup- 
ply through a creek, which is normally 
sufficient to supply the needs of the com- 
pany, but in periods of drought it is in- 
adequate. 

Commissioner Burritt, speaking for 
the commission said : 
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Now that disaster has befallen the com- 
pany the owners seek to avoid responsibility 
for rebuilding the plant and desire to dispose 
of the property. 

A public utility cannot thus lightly avoid 
its responsibility to furnish service to the 
public in bad times as well as good, The own- 
ers of this company should either accept this 
responsibility and replace the dam, or they 
should sell the property or their stock to 
someone who can and will do so immediately. 
The owners have not exhausted the possibili- 
ties of borrowing money or of obtaining ad- 
ditional revenues. While the company may be 
able to continue to furnish water as long as 
there is a favorable rainfall, a severe drought 
will leave the community with an inadequate 
water supply. For this reason immediate steps 
should be taken to remedy the situation. 


Re Ripley Water Co. (Case 13229). 


Stock Purchases Not Always a Bar to Officer Participation 
In Reorganization 


NS 65) the commission found that offi- 
cers and directors had acquired securities 
as part of a program for obtaining both 
voting power and financial benefit in the 


wo recent decisions of the Securi- 
ties and Exchange Commission 
throw further light on the commission 
position with respect to the purchase of 
securities by officers and directors while 
simplification proceedings under the 
Holding Company Act are in the offing. 
The commission, in the Federal Water 
Service Corporation Case, had excluded 
such persons from participating equally 
with other security holders. In these re- 
cent cases participation was permitted. 
In the Federal Water Service Cor- 
poration decision (sustained by the Su- 
preme Court in Securities and Exchange 
Commission v. Chenery Corp. 69 PUR 


NOV. 6, 1947 


reorganization. The commission con- 
cluded that fairness and equity required 
limiting the participation of Federal’s 
officers and directors, to protect the in- 
tegrity of the reorganization process. 
The question was presented in proceed- 
ings relating to Cities Service Power & 
Light Company whether a similar rul- 
ing should be made, but the commission 
found that there were distinguishing 
facts. Officers and directors of the hold- 
ing company and its parent had pur- 
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chased debentures and preferred stock 
before the commencement of reorgani- 
zation proceedings, and the commission 
found that this was not in contemplation 
of such proceedings or of the reorgani- 
zation plan. 

They had also purchased such securi- 
ties after commencement of the reor- 
ganization proceedings, but a substantial 
time before the plan was filed. Moreover, 
this was under conditions indicating that 
such purchases were not part of a con- 
certed program by the officers and 
directors and were made for investment 
and with respect to market conditions 
only—not in contemplation of the plan. 
The financial condition of the company 
was such as to indicate full coverage of 
the securities purchased, neither class 
being in default. The range of possible 
alternative plans of reorganization to 


comply with the statute was confined. 

Likewise, in a proceeding relating to 
the American States Utilities Corpora- 
tion, participation equally with other 
security holders was permitted to offi- 
cers and directors. They and their fami- 
lies had purchased and sold stock during 
the period of formulation and proposal 
of plans under the Holding Company 
Act. The transactions, however, were 
small in number and amount. They were 
not part of a concerted program or of 
any attempt to secure voting control. 
They were sporadic and not timed with 
respect to any significant step or develop- 
ment in connection with reorganization. 
Re Cities Service Co. et al. (File Nos. 
59-53, 54-88, Release No. 7720); Re 
American States Utilities Corp. et al. 
(File Nos. 54-94, 59-59, Release No. 
7721). 


7 


Exemption from Provisions of Holding Company Act 
Granted to Holding Company 


HE Securities and Exchange Com- 

mission has exempted Maine Public 
Service Company and its subsidiary, 
Maine & New Brunswick Electrical 
Power Company, Limited, from pro- 
visions of the Holding Company Act. 
The two companies are operated as a 
single interconnected system, are under 
common management, and, in the opin- 
ion of counsel for applicant, would ex- 
ist as a single company save for the de- 
sirability of separate incorporation of 
the subsidiary in Canada. 

Before an exemption may be granted 
under § 3(a) (2) of the act the commis- 
sion must find that applicant is “pre- 
dominantly a public utility company.” It 
was pointed out that in previous cases 
the commission has observed that the act 
sets out no specific test or standard for 
the interpretation of the word “predom- 
inantly,” but that principal considera- 
tion is the relative size of the applicant 
and its business compared with that of 
its subsidiaries, The commission said: 


Absent special circumstances, the size of 
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New Brunswick’s plant in relation to that of 
Maine would tend to indicate a relatively 
substantial rather than a minor utility busi- 
ness of the subsidiary company, and would 
raise doubt whether the parent is “predomi- 
nantly” an operating company. However, 60 
per cent of New Brunswick’s gross plant ac- 
count consists of hydroelectric and appurte- 
nant facilities, and 84 per cent of the output 
of such facilities is sold to Maine and dis- 
tributed by Maine to its own consumers. 
These circumstances tend to minimize the 
significance of comparative plant accounts 
for the purpose of considering the exemp- 
tion application. The ratios of New Bruns- 
wick’s gross operating revenues and kilowatt- 
hour sales to those of Maine, after elimi- 
nating intercompany sales, indicate that the 
utility operations of the subsidiary, and the 
holding company functions of the parent, 
are relatively minor in relation to the 
parent’s utility operations. While we do not 
recognize any particular ratios of revenues 
or assets as being finally determinative of the 
question, we conclude under all the circum- 
stances that Maine is predominantly a pub- 
lic utility company. Since Maine’s opera- 
tions do not extend beyond the state in which 
it is organized, it meets the requirements for 
— prescribed by paragraph (2) of 
a). 


The facts further showed that the 
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granting of the exemption would not be 
detrimental to the public interest or the 
interest of the company’s investors or 


HE supreme court of Rhode Island 

held that the public utility hearing 
board properly authorized competing 
taxicab service in the city of Providence. 
However, the board was held to have 
erred in attaching a condition to that 
authorization. The condition provided 
that the applicant should not directly or 
indirectly own or operate any additional 
automobiles for hire. This was con- 
sidered too broad in view of testimony 
that an existing taxicab company had 
public service automobiles operated by 
employees for weddings, funerals, and 
other special occasions. 

The board had found that existing 
taxicab service in Providence was not 
sufficient and adequate and that general 
public welfare called for additional and 
better service. The court believed that 
the evidence supported these findings. 

The existing taxicab companies con- 
tended that, even if that situation did 
exist, they should be given an opportunity 
to improve and expand their service be- 
fore competition could be authorized. 


consumers. Re Maine Pub. Service Co. 
et al. (File Nos. 31-534, 31-535, Release 
No. 7541). 
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Taxicab Competition Authorized 


The cases cited in support of this con- 
tention involved instances where the 
utility was operating under a charter or 
a franchise, where there was a fixed ter- 
ritory, and where the new utility would 
become a direct competitor in such terri- 
tory. Cases of this type, it was observed, 
usually concern regular bus lines and 
railroads. 
The court said: 


In our judgment a taxicab company does 
not stand in as strong a position on this issue 
as a utility operating under a charter or a 
franchise. The cab company here has neither. 
Of course its investment should be given 
some consideration, but it should not be con- 
trolling as such a company, in the absence 
of a franchise, is not by law entitled to a 
monopoly, or to be protected from reason- 
able competition in its field of transporta- 
tion. We believe that the board recognized 
and gave effect to these principles and, in 
the circumstances appearing in this cause, 
we find nothing unlawful or unreasonable in 
its orders relating to these matters. 


Yellow Cab Co. et al. v. Public Utility 
Hearing Board, 54 A2d 28. 


e 
Higher Rate on Large-package Service 


MOTOR carrier specializing in the de- 
livery of small parcels was allowed 
a rate increase for its large-package busi- 
ness by the California commission so that 
the public would be discouraged from 
using the carrier for large packages and 
thereby improve its specialized small- 
parcel service. 


The commission considered this as a 
reasonable ground for a rate increase but 
pointed out that the increased rate would 
not have been approved if it were not 
reasonable, standing alone, for the serv- 
ice performed. Re United Parcel Service 
(Decision No. 39765, Application No. 
27756). 


7 


Rate Differences for Handsets Eliminated 


TELEPHONE company, which was 
badly in need of revenue, was al- 
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lowed a rate increase by the Missouri 
commission even though the condition of 
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its plant and the quality of its service 
were poor. The commission felt that the 
company had demonstrated its willing- 
ness to improve its system and render 
satisfactory public service. 

The commission noted that the new 
schedule provided for different charges 
for service depending upon the type of 
instrument furnished the _ subscriber, 
and, in ordering that these differences be 
eliminated, stated : 


It is recognized by everyone that as soon 


as it is practical to change all types of in- 
struments to hand-set type, or practically all 
of them, the patrons of the utilities will be 
better pleased. Furthermore, it is the com- 
mission’s understanding that the hand-set 
instrument costs less to build than the other 
types of instruments. With the desire that 
all instruments be standardized as much as 
possible (making them hand-set instru- 
ments) the commission is of the opinion 
that the applicant should be permitted to file 
increased rates for the telephone service to 
be furnished, eliminating the differences in 
the types of instruments, 


Re Carter (Case No. 10,980). 


e 


Air Carrier Awarded Certificate over Competitor’s Objection 


6 ii HE Civil Aeronautics Board, in ap- 
proving a foreign carrier’s applica- 
tion for authority to serve between Bra- 
zil and the United States, determined that 
there was substantial community of in- 
terest not only between Brazil and the 
United States, but also between the 
United States and the intermediate 
countries on the route which the car- 
rier proposed to serve. 

Objections from a domestic carrier to 


the effect that it would suffer from the 
competition were overruled by the board 
with this statement: 


Reasonable reciprocity and the conditions 
of the air transport agreement between this 
country and Brazil clearly outweigh any ad- 
verse competitive effects that might be suf- 
fered by Chicago and Southern from a grant 
of the authority requested. 


Re Empresa de Transported Aerovias 
Brasil, S. A. (Docket No. 2868). 


2 


Burden of Proof Shifted by 


gy Pennsylvania laws provide that 
in any proceeding upon the motion 
of the commission involving any pro- 
posed or existing rate, or in any proceed- 
ing upon complaint involving any pro- 
posed increase in rates, the burden of 
proof to show that the rate involved is 
just and reasonable shall be upon the 
public utility. Under this rule the state 
commission held that the burden of proof 
was upon a complainant who mailed his 
complaint on December 31, 1946, while 
filed rates were to become effective Janu- 
ary 1, 1947, 

Although the complaint was placed in 
the United States mail before the effec- 
tive date of the rate schedule, the com- 
mission held that it was the time of filing 
with the commission which was control- 
ling. 
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Late Mailing of Complaint 


The complaint was against rates and 
service, but the commission pointed to its 
rule that complaints against rates and 
service shall not be included in the same 
document. The proceeding was continued 
as a complaint against rates. 

Evidence of both original cost and 
reproduction cost was produced but little 
weight was given to reproduction cost be- 
cause it was based on abnormally high 
prices prevailing at the end of 1946. 
There was no evidence as to reproduc- 
tion cost at fair average prices. 

A claim for annual depreciation based 
on recorded fixed capital was disap- 
proved. The basis consisted partly of 
reproduction cost of plant purchased. 
The commission declared that allowances 
for annual depreciation expense should 
be based on actual cost of property 
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rather than on a theoretical estimate, 
such as reproduction cost. Garella v. 


4 


Yablonski No. 


14189). 


(Complaint Docket 


Tax Clause Must Not Raise Rates without Notice 


Te Interstate Natural Gas Com- 
pany, Inc., filed with the Federal 
Power Commission an agreement en- 
tered into with Mississippi Power & 
Light Company, as a supplement to a 
rate schedule, but it was found objection- 
able because of a tax clause included. The 
commission noted that the Natural Gas 
Act requires notice to the commission 
and to the public, unless ‘otherwise 
ordered, of any rate change. 

The objectionable clause provided that 
prices set out in the schedule should be 
subject to adjustments in case of an “ad- 


ditional tax.” Rates under this provision 
could be changed to reflect increased and 
additional taxes, assessments, and fees 
levied (other than income, excess profits, 
capital stock, franchise and general 
property taxes) without notice to the 
commission and the public. 

The rate schedule was permitted to 
go into effect, provided that the com- 
pany, before changing any of the rates, 
should file such changes as required by 
the Natural Gas Act and the commis- 
sion’s regulations. Re Interstate Nat. Gas 
Co., Inc. 


e 


Other Important Rulings 


nN additional amount for working 
capital was allowed an air mail 
carrier by the Civil Aeronautics Board 
where the carrier’s accrued mail pay re- 
ceivable was so large in relation to the 
normal working capital allowance of 
three months’ cash operating expenses 
that it was obvious that the normal allow- 
ance would be inadequate to finance the 
carrier’s mail operation. Re Pan Ameri- 
can Airways, Inc, (Docket No, 1499). 


The Federal Power Commission held 
that the issuance of a certificate authoriz- 
ing the construction of natural gas pipe- 
line facilities should be deferred until 
such time as the applicant can establish 
that it has an adequate firm gas supply 
necessary to meet the requirements of 
public convenience and necessity and to 
warrant the construction of the proposed 
transportation facilities. Re Tennessee 
Gas & Transmission Co. (Docket No. 
G-808). 


The Securities and Exchange Com- 
mission directed the Market Street Rail- 
way Company to furnish a protective 
committee for holders of prior preference 
capital stock of the company, at cost to 
it, a list of the names and addresses of all 
preferred stockholders. This list would 
be used to solicit stockholders to partici- 
pate in any proceeding for the protection 
of their rights, primarily with respect to 
questioning the validity and correctness 
of a claim held by the parent against the 
subsidiary based on an open account. Re 
Van Kirk (File No. 68-84, Release No. 
7542). 


A complaint, according to the Penn- 
sylvania commission, must be specific 
and must be supported by evidence which 
is clear and precise, not merely con- 
jectural and lacking in that particularity 
required to support at least a prima 
facie case. Goetz v. Puline (Complaint 
Docket No. 14131). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, will 
be published in full or abstracted in Public Utilities Reports. 
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RE PUBLIC SERVICE CO. OF INDIANA, INC. 


SECURITIES AND EXCHANGE COMMISSION 


Re Public Service Company of Indiana, 


Incorporated 


File No. 70-1477 


Re The Middle West Corporation 


File No. 70-1484 
Release No. 7554 
July 10, 1947 


PPLICATION for exemption under § 6(b) of Holding Com- 

pany Act with respect to issue and sale of convertible deben- 

tures by subsidiary of holding company; granted subject to 

condition. Approval of bids granted and jurisdiction released 
August 27, 1947, Release No. 7678. 


Security issues, § 13.2 — Exemption under Holding Company Act. 
1. The issue and sale of convertible debentures by a subsidiary of a hold- 
ing company should be granted an exemption under § 6(b) of the Holding 
Company Act, 15 USCA § 79f(b), where they are solely for the purpose 
of financing the business of the subsidiary and have been authorized by the 
state Commission of the state in which the company is organized and operat- 
ing, p. 73. 


Security issues, § 15.1 — Jurisdiction of Federal Commission — Effect of state 
authorization — Holding company regulation. 

2. The Securities and Exchange Commission has a greater degree of lati- 
tude in applying the standards and policies of the Holding Company Act to 
a security examined and approved by a state Commission and entitled to 
an exemption under § 6(b) of the Act, 15 USCA § 79f(b) than to an 
issue subject to all provisions of § 7 of the Act, 15 USCA § 79g, but where 
there is a material variance from those standards and policies, it is the 
Commission’s responsibility, despite state approval, to impose appropriate 
terms and conditions, p. 74. 


Security issues, § 120 — Exemption under Holding Company Act — Terms and 
conditions. 

3. The Securities and Exchange Commission, in exempting the issue and 

sale of convertible debentures by an operating subsidiary of a holding com- 

pany, imposed a condition shortening the period in which the debentures 

might be converted but rejected other proposed conditions providing for 

the lowering of the conversion price and establishing a sinking fund, p. 74. 
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[5] 65 70 PUR NS 











SECURITIES AND EXCHANGE COMMISSION 


APPEARANCES: Edmond W. He- 
bel, for Public Service Company of 
Indiana, Inc.; Laurence W. Cannon, 
for the Public Service Commission of 
Indiana; Myron §S. Isaacs, Jerome M. 
Alper, and Harold J. Griffin, for the 
Public Utilities Division of the Com- 
mission. 

Public Service Company of Indiana, 
Inc. (‘Public Service’) a subsidi- 
ary of The Middle West Corporation 
(“Middle West”), a registered hold- 
ing company, has filed an application 
under § 6(b) of the Public Utility 
Holding Company Act of 1935, 15 
USCA § 79f(b) (‘the Act”) request- 
ing an exemption from §§ 6(a) and 7 
with respect to the issuance and sale of 
$11,077,800 principal amount of 15- 
year 2? per cent convertible deben- 
tures. These debentures are to be of- 
fered by means of warrants to be is- 
sued to the stockholders of Public 
Service in accordance with their pre- 
émptive rights. Pursuant to §§ 9(a), 
10, and 12(d) of the Act, 15 USCA 
§§ 79i(a), 79j, 791(d), Middle West, 
which owns 224,586 shares of Pub- 
lic Service common stock (approxi- 
mately 20 per cent of that outstand- 
ing), has applied for approval of the 
acquisition of the warrants to which 
it will be entitled and of the sale of 
such warrants prior to their expiration 
at the prevailing market price. Pub- 
lic Service has also requested that we 
remove a restriction on the payment of 
dividends on its common stock which 
we imposed in September, 1945. 

After appropriate notice, hearings 


were held. Briefs were filed by the 
parties and we heard oral argument. 
Our findings and order herein are 
based upon an independent review of 
the record. 


1. Description of Public Service 
Public Service was organized on 
September 6, 1941, through the con- 
solidation of Public Service Company 
of Indiana, Terre Haute Electric Com- 
pany, Inc., Central Indiana Power 
Company, Northern Indiana Power 
Company, and Dresser Power Com- 
pany. It is a public utility operating 
company engaged almost entirely in 
the generation, distribution, and sale 
of electric energy in the north central, 
central, and southern portions of In- 
diana, serving approximately 257,000 
customers residing in areas having an 
estimated population in excess of 900,- 
000. Its gross operating revenues for 
the year ended December 31, 1946, 
totaled $27,373,346, of which 99.9 per 
cent was derived from the sale of elec- 
tricity and 0.1 per cent from its heat- 
ing service.’ During 1946, Public 
Service generated approximately 93 
per cent of its electric energy require- 
ments and purchased the remainder 
from neighboring utility companies. 
Public Service has one substantial 
subsidiary, Indiana Gas & Water 
Company, Inc. (“Indiana Gas”), a 
public utility operating company, ren- 
dering gas and water utility service in 
the same general area served by Pub- 
lic Service.* Its gross operating reve- 
nues for the year ended December 31, 





1 Public Service has been authorized by the 
Public Service Commission of Indiana to dis- 
continue its heating service at the close of the 
1946-1947 heating season. 

2 Public Service also owns all of the com- 
mon stock of Union City Electric Company, a 
public utility company, and South Construc- 
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tion Company, Inc., which are carried on Pub- 
lic Service’s balance sheet at $89,943 and $1, 
respectively. In addition, Public Service owns 
one-half of the common stock of White River 
Corporation, which is carried in Public Serv- 
ice’s accounts at $25,860. Although Public 
Service is a public utility holding company 
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1946, were $4,737,870, of which 82.6 
per cent was derived from the sale of 
gas, 17.2 per cent from the sale of 
water, and 0.2 per cent from the sale 
of ice. Indiana Gas was organized on 
July 16, 1945, by Public Service in 
connection with a program to limit 
its operations solely to electric utility 
service. In September, 1945, Public 
Service sold its gas and water proper- 
ties and an ice property to Indiana Gas 
and, in return, acquired all of the lat- 
ter’s common stock.* Public Service 
plans to dispose of these holdings and 
in March of this year instituted a pro- 
gram under which the stock is to be 
distributed to its common stockholders 
in lieu of cash dividends. As will be 
pointed out more fully later, it is con- 
templated that under this program the 
stock will be fully disposed of some- 
time in 1949, 


2. Proposed Issue of Convertible De- 
bentures. 

The proposed $11,077,800 principal 
amount of debentures are to be issued, 
under an indenture, in denominations 
of $200 and $1,000 and are to be sold 
at their principal amount. They will 
mature on May 1, 1962, and may 
be redeemed by Public Service after 


November 1, 1947, upon thirty days’ 
notice.‘ 

As we have pointed out, Public 
Service proposes to offer the deben- 
tures by means of warrants to be is- 
sued to its common stockholders in 
accordance with their preémptive 
rights. Each share of stock will be 
entitled to one “right” to subscribe for 
and purchase at their face value $10 
principal amount of debentures. Full 
subscription warrants will be issued 
for 20 “rights” or multiples thereof 
and fractional warrants will be issued 
for less than 20 “rights.” Fractional 
warrants may be exercised only when 
combined with other fractional war- 
rants in amounts sufficient to subscribe 
for a $200 debenture.’ At the option 
of the holder, the debentures will be 
convertible up to and including April 
30, 1959, or prior to the date fixed for 
their redemption in the event they are 
called, into shares of common stock of 
Public Service on the basis of five 
shares for each $200 principal amount 
of debentures or in other words, at a 
basic conversion price of $40 per 
share.® 

The subscription period for the ex- 
ercise of the warrants will run for 
twenty-two days. During this period, 





by reason of its ownership of the common 
stock of Indiana Gas and Union City Electric 
Company, Public Service is exempt as such 
from all the provisions of the Act (other than 
§ 9(a)(2)) pursuant to the provisions of 
Rule U-2, which affords an exemption to hold- 
ing companies which are predominantly oper- 
ating companies. 

8 Re Public Service Co. of Indiana, Holdin 
Company Act Release No. 6030, Sept. 5, 1945. 
All other ice manufacturing plants owned by 
Public Service were sold or otherwise dis- 
posed of to nonaffiliated interests during De- 
cember, 1945. 

4From November 1, 1947, until May 1, 1952, 
the debentures will be callable at a premium 
of 3 per cent, thereafter until May 1, 1956, 
at a 2 per cent premium, thereafter until May 





1, 1960, at a 1 per cent premium and at face 
amount thereafter. 

5 Approximately 45 per cent of the Public 
Service common stockholders do not own a 
sufficient number of shares to entitle them to 
a full subscription warrant, and it will, there- 
fore, be necessary for them to purchase addi- 
tional warrants if they wish to subscribe for 
a debenture. 

8 Provision is made in the indenture for the 
adjustment of the conversion price in the 
event that Public Service (1) issues common 
stock as a dividend or otherwise for a con- 
sideration less than the basic conversion price, 
or (2) pays dividends other than in cash or 
in shares of Indiana Gas common stock, or 
(3) reclassifies its common stock. 
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the warrants may be purchased or sold 
through the usual investment channels. 
In addition, for the convenience of its 
stockholders, the company has entered 
into an arrangement under which the 
Continental [Illinois National Bank 
and Trust Company of Chicago and 
the Chase National Bank of New York 
will act as agents for any shareholder 
desiring to sell or purchase warrants 
and the company will pay the banks 
for such services. 

At the end of the subscription period 
Public Service proposes to file a fur- 
ther application requesting our approv- 
al of either the public or private sale of 
either (1) the debentures not pur- 
chased under the subscription war- 
rants, or (2) the number of shares of 
common stock into which those de- 
bentures could be converted. This 
sale will be made at not less than the 
face amount plus accrued interest for 
the debentures and at not less than 
$40 per share for the stock. Any ex- 
cess received over these minimum 
prices, less reasonable expenses and 
adjustments for interest or dividends, 
will be prorated among the stockhold- 
ers holding unexercised warrants. 

Public Service will apply the pro- 
ceeds from the sale of the debentures, 
together with treasury cash, to the re- 
tirement of $11,500,000 of outstand- 
ing 24 per cent bank loan notes having 
serial maturities to 1955, or of such 
lesser amount as is outstanding at the 
time of the sale of the debentures.” 


This will eliminate maturities during 
the next four years aggregating 
$5,875,000 and thus decrease the 
company’s cash requirements for this 
period during which it plans to under- 
take an extensive construction pro- 
gram made necessary by increased 
demands for electricity. Public Serv- 
ice has estimated, on the basis of stud- 
ies which it has conducted, that its 
total construction requirements for the 
period 1947 to 1951, including normal 
extensions, renewals, and_ replace- 
ments, will be approximately $52,000,- 
000. Of this amount, it estimates that 
approximately $36,000,000 will be 
available from present treasury cash 
and from cash to be generated by reg- 
ular operations, with the remaining 
$16,000,000 to be obtained from out- 
side sources. In this connection, Pub- 
lic Service has entered into a credit 
agreeinent with the banks holding its 
outstanding serial notes providing that 
upon payment of the notes Public 
Service may borrow from time to time 
to April 1, 1949, not in excess of $12,- 
000,000 against its 2 per cent promis- 
sory notes, due April 1, 1952, with the 
right of prepayment. In this manner 
$12,000,000 of the $16,000,000, which 
Public Service will need from outside 
sources, may be provided on a short- 
term basis. 

Public Service states that it has 
adopted the proposed program as the 
means best suited to meet its financial 
problems. It anticipates that it will 





7 $250,000 of these notes became due on June 
8 Since the end of the war the demand for 
electricity has more than offset the elimina- 
tion of strictly war loads. The peak demand 
made upon Public Service’s power system was 
318,000 kilowatts during the war period. In 
December, 1946, a new peak load of 332,500 
kilowatts was reached and in February, 1947, 
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the peak load had increased to 339,200 kilo- 
watts. This compares with a net dependable 
capacity of the company’s generating facilities, 
including firm power available under contract 
from neighboring systems, of 359,000 kilo- 
watts. Studies conducted by Public Service 
indicate that the peak demand on its power 
system will grow to 456,000 kilowatts by 1951. 
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ultimately finance the construction 
program on a permanent basis through 
the issuance of senior debt securities, 
and it is of the view that such securities 
could be issued on more favorable 
terms if its common stock equity is 
increased. However, under present 
market conditions and in view of the 
relatively unseasoned nature of its 
common stock, on which dividends are 
currently being paid in Indiana Gas 
stock rather than in cash, Public 
Service has concluded that additional 
common stock could not now be sold 
at what it considers to be a fair price.® 
It estimates that no more than $32 to 
$34 per share could be obtained, 
whereas, in its opinion, both the pres- 
ent financial condition and the pros- 
pects of the company would warrant a 
price of at least $40. It is contemplat- 


ed that through the conversion of the 


debentures the common stock equity 
will be sufficiently increased so that the 
company’s capitalization will be more 
favorable to a later sale of senior se- 
curities. The company also asserts 
that the proposed financial program 
has been designed to assure the avail- 
ability of funds for its construction 
program, when and as needed, and also 


to give it freedom to select an appro- 
priate time to effect long-term financ- 
ing. 

The proposed issue of debentures 
has been expressly authorized by the 
Public Service Commission of Indi- 
ana, the state in which Public Service 
is organized and doing business. 


3. Financial Statements 


Balance Sheet and Capitalization 

A balance sheet of Public Service 
as of Deceniber 31, 1946, per books 
and pro forma (1) giving effect to 
the proposed sale of the debentures 
and the retirement of the 24 per cent 
serial bank loan notes, and (2) giv- 
ing effect to complete conversion of 
the debentures into common stock is 
attached hereto as Appendix A [omit- 
ted herein].4° As shown therein, the 
total assets per books were $134,054,- 
945, of which $112,741,945 represent 
utility plant. The utility plant account 
has been reclassified, according to a 
classification of accounts approved 
both by the Federal Power Commis- 
sion and the Public Service Commis- 
sion of Indiana, to reflect original 
cost and includes a net amount of $4,- 
311,507 recorded in Account 100.5 as 





9 The high and low bid prices in the over- 
the-counter market for the Public Service 
common stock by years for the period 1941- 
1946 and by months for 1947 are set forth 
below. It should be noted in this connection, 
however, that of the 1,107,777 shares of com- 
mon stock which Public Service has had out- 
standing since its formation in 1941, only 
616,803 or 55.7 per cent were in the hands of 
the general public until June, 1945. At that 
time, upon distribution of the estate of Mid- 
land United Company, the owner of the re- 
maining shares, public holdings were increased 
by 266,388 shares to 79.7 per cent and Middle 
West received 224,586 shares or 20.3 per cent 
of the total outstanding. The record does not 
indicate Middle West’s intention with respect 
to the retention or disposition of these hold- 
ings but the possibility of their distribution or 


sale at some future time may have some effect 
on the market. 


Year High Low 


1941 ... 112 94 
1942 ... 132 83 
1943 ... 178 13% 
1944 ... 21 153 
1945 ... 372 208 
1946 ... 452 344 


Year High Low 


1947 

January 444 
February 462 
March 44 
April 432 
May 43 
June 42 


10 Pyblic Service has not consolidated the 
financial statements of its subsidiaries with its 
own financial statements for the reason that 
it is in the process of disposing of its hold- 
ings of Indiana Gas common stock and it does 
not consider its investment in the other sub- 
sidiaries significant in respect of either assets 
or revenues. 
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plant acquisition adjustments." A re- 
serve for amortization of amounts 
classified in Account 100.5 is being 
provided for over a period ending 
October 31, 1958, by appropriations 
from earned surplus, which beginning 
in 1947 will amount to $364,356 an- 
nually.” 

At December 31, 1946, the com- 
pany’s reserve for depreciation was 
$12,373,898 or 11.4 per cent of the 
net original cost of property per books 
of $108,430,438. In previous opinions 
we have pointed out that the com- 
pany’s reserve for depreciation needs 
improvement, and we have imposed 
conditions designed to achieve that re- 
sult.* The condition presently in ef- 
fect requires that before Public Serv- 
ice may pay dividends to or make any 
other distribution on its common 
stock, it shall make an annual depreci- 
ation charge against income of not less 
than $2,825,000 plus or minus 23 per 
cent of the difference between the orig- 
inal cost of additions to depreciable 
property and the original cost of retire- 
ments of such property. 

The capitalization and surplus of 
Public Service, together with perti- 
nent percentages of debt and pre- 
ferred stock to net property and assets 
as of December 31, 1946, per books 
and pro forma reflecting the proposed 
transactions is as follows: [See page 


71] 


It will be noted that almost no 
change in the ratios results from the 
issuance of the debentures and the re- 
tirement of the 24 per cent bank loan 
notes. Complete conversion of the 
debentures, however, would result in 
a common stock equity of 39.3 per 
cent or an increase of slightly in ex- 
cess of 10 per cent. On the basis of 
its earnings forecasts and proposed 
dividend policy and on the assumption 
that it will issue $16,000,000 of bonds 
to finance its construction program, 
Public Service has estimated that by 
the end of 1951 its common stock equi- 
ty will be 32.1 per cent if none of the 
debentures are converted, and 38.6 per 
cent if all the debentures are converted 
by December 31, 1947. 


Earnings and Dividends 


Attached hereto as Appendix B 
[omitted herein] is a condensed in- 
come statement of Public Service for 
the year 1946 per books and pro forma, 
giving effect to the proposed transac- 
tions. As shown in that statement, 
the issuance of the debentures and the 
payment of the 2} per cent bank loan 
notes will result in a negligible de- 
crease in earnings coverage ratios for 
fixed charges and preferred stock divi- 
dends. On the other hand, complete 
conversion of the debentures into com- 
mon stock will produce a marked im- 
provement in these ratios. In any 





11 Amounts classified in Account 100.5 
represent, generally speaking, the amounts by 
which the arm’s-length cost to the company 
of property exceeds the original cost of such 
ereperty. 

It should be noted that as of December 
31, 1946, the carrying value of Public Serv- 
ice’s investment in Indiana Gas common stock 
exceeded the underlying book value of the 
stock at date of acquisition by $2,835,580. This 
excess represented a portion of previously ex- 
isting Account 100.5 balances, which Public 
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Service was amortizing by charges to earned 
surplus over a period to end October 31, 1958. 
With the commencement in 1947 of the pro- 
gram of distributing the Indiana Gas stock 
as dividends, Public Service discontinued this 
amortization program and adopted a policy 
of charging to earned surplus the pro rata 
portion of the carrying value of this invest- 
ment as each dividend is declared. 

18 See particularly Re Public Service Co. 
of Indiana, Holding Company Act Release No. 
6030, Sept. 5, 1945. 


C 





RE PUBLIC SERVICE CO. OF INDIANA, INC. 


TABLE I 


Capitalization as of December 31, 1946 
Per Books and Pro Forma (A) Giving Effect to Proposed Sale of Convertible Debentures 
and Prepayment of 2? Per Cent Serial Bank Loan Notes and Pro Forma (B) 
Giving Effect to Complete Conversion of Debentures into Common Stock 


Per Books 


Long-term debt: 
First mortgage bonds 
Proposed 2?% convertible 
debentures 
Unsecured notes: ! 
22%, maturing serially 
to 1955 11,750,000 


1,140,000 
$60,890,000 


Preferred Stock $15,000,000 
Common Stock and surplus 
1,107,777 shares outstanding .. 
276,945 additional shares upon 
conversion of proposed 
debentures 2 
Earned surplus 3 


$27 694,425 


Common stock equity $30,677,878 


Total capitalization and surplus .. $106,567,878 


1 Includes $1,000,000 24% notes and $76,000 4% notes due within one year. 
2 Computed at $40 per share. 
8 Restricted as to $1,000,000 by order of Commission as to payments of cash dividends and 
other distributions on common stock (other than dividends in Public Service common stock) or 


purchase or retirement of any shares of common stock. 
82 


Per cent mortgage debt to net property 

Per cent total debt to net property 

Per cent total debt plus preferred stock to net 
property and other net assets 

event, the earnings coverage appears 

to be ample and, according to the com- 

pany’s estimates, will continue to be so 


in the future. 


% of 
Total 


% of 

Pro Forma Total 
(A) 

$48,000,000 


11,077,800 


% of 


Total Pro Forma 


45.4 45.4 


10.5 


$27,694,425 


11,077,800 


$105,763,852 $105,614,891 


47.82 
60.00 


69.96 


47.82 
48.96 


59.65 


Summarized below are operating 
revenues, gross income and common 
stock earnings and dividends of Pub- 
lic Service for the period 1942-1946: 
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Taste II 
Net Income 
Applicable Dividends Per Share of 
Year Operating Gross to Common on Common Common Stock 
Revenues® Income» Stock ¢ Stock Earnings® Dividends 
(000 omitted) 
DE. dxeenends $22,102 $5,880 $1,964 $1,108 $1.77 $1.00 
a 24,134 5,899 2,142 1,108 i 93 1.00 
., aes 26,448 5,411 2,134 1,108 1.93 1.00 
a 27,062 5,643 2,465 1,108 2.23 1.00 
eee 27,373 7,436 4,569 1,772 4.12 1.60 
@ Includes electric and heating revenues only. 
bIncludes net operating revenues of gas, water, and ice properties for periods prior to their 





sale in 1945 and dividend income received from Indiana Gas in 1946. 

© Net income applicable to common stock and earnings per share of common stock do not 
reflect deductions for the years 1944-1946 for amortization of acquisition adjustments (Account 
100.5) and for amortization of the excess of carrying value over underlying book value of In- 
diana Gas common stock, or for the years 1942-1943, deductions for a reserve for possible 
adjustments of utility plant and/or depreciation reserve. Such charges, which were made 
directly to earned surplus, amounted to 54 cents in 1946, 53 cents in 1945, 51 cents in 1944, 


76 cents in 1943, and 45 cents in 1942 per share of common stock. 


The sharp increase in 1946 in gross 
income and common stock earnings 
resulted principally from tax savings 
derived from the reduction in that year 
of Federal income tax rates and the 
elimination of the excess profits tax. 
Common stock earnings also reflect 
the benefits of a reduction in fixed 
charges and preferred dividend re- 
quirements which resulted from the 
refinancing of the company’s debt and 
preferred stock in 1945 and 1946, re- 
spectively. 

The per share figures included 
Table II are based upon the 1,107,777 
shares of common stock presently out- 
standing. If all of the proposed de- 
bentures are converted into common 
stock, 276,945 additional shares, or 
approximately 25 per cent more, will 
be issued and the aggregate outstand- 


ing will be 1,384,722 shares. As 
shown in Appendix B [omitted here- 
in], on a pro forma basis, giving ef- 
fect to the complete conversion of the 
proposed debentures into common 
stock, the earnings for 1946 would 
have been $3.43 per common share. 
The company has estimated that earn- 
ings per share of common stock for 
the period 1947-1951 will range be- 
tween $4.70 and $5.94 if it is assumed 
that none of the debentures are con- 
verted and from $4.07 to $4.85 if it is 
assumed that all the debentures are 
converted at December 31, 1947." 
As has been indicated, on March 1, 
1947, Public Service initiated a pro- 
gram of distributing as a quarterly 
dividend on each share of its common 
stock %o of a share of Indiana Gas 
common stock.’® On the basis of the 





14This does not reflect deductions for 
amortization made directly to earned surplus, 
as previously noted, which would have 
amounted to 44 cents per share of common 
stock, assuming complete conversion of the 
debentures. 

15 These estimates do not include deductions 
for amortization of acquisition adjustments 
(Account 100.5). As we have previously 
stated, beginning with this year charges to 
earned surplus for this purpose will be $364,- 
356 annually, equal to 33 cents per share on 
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the presently outstanding common stock and 
to 26 cents per share, assuming complete con- 
version of the debentures. 

16[n 1946, earnings per share of the In- 
diana Gas common stock amounted to $1.14. 
On December 1, 1946, it began paying quar- 
terly dividends at an indicated rate of $1 per 
year. The bid prices for the stock, which is 
traded over the counter, have ranged, for the 
period from the inception of trading through 
June 30, 1947, between 14 and 162 
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number of shares of Public Service 
common stock now outstanding, a con- 
tinuation of this dividend program 
will result in the distribution of 92 per 
cent of Public Service’s holdings by 
June 1, 1949, and the remaining shares 
will then be sold. Conversions of the 
debentures into common stock, how- 
ever, by increasing the dividend re- 
quirements will accelerate the distribu- 
tion of the Indiana Gas stock, but will 
not advance by more than one quarter 
the estimated time when the company 
will complete its stock dividend pro- 
gram. Thereafter Public Service 
plans to resume the payment of cash 
dividends at the new rate of $3 an- 
nually. 


Estimate of Cash Receipts and 
Disbursements 


Attached hereto as Appendix C 
[omitted herein] is an estimate of cash 
receipts and disbursements during the 
construction period which indicates 
that Public Service will need funds in 
the amount of $16,000,000 from out- 
side sources. This estimate is based 
on the assumption that all of the de- 
bentures will be converted by January 
1, 1948. However, because a greater 
amount of cash is required for the 
payment of dividends than for the 
payment of interest on the debentures, 
it is estimated that if none of the de- 
bentures are converted prior to the 
end of 1951, only $13,500,000 of out- 
side funds will be required, of which, 
as we have pointed out, $12,000,000 
will be provided temporarily through 
short-term bank loans. 

Since the preparation of these esti- 
mates, it has been indicated that the 
company’s income tax liability for 
prior years will be fully settled the 


latter part of this year. Payments for 
this purpose aggregating $2,000,000 
which had been estimated to become 
due in 1948 and 1949 may therefore be 
required during the current year. 
Apart from this no major adjustment 
in these estimates is presently con- 
templated. 


4. Exemption under § 6(b)—Terms 
and Conditions 

[1] The third sentence of § 6(b) 
of the Act, pursuant to which the ap- 
plication of Public Service has been 
made, provides in part: 

“The Commission by rules and reg- 
ulations or order, subject to such terms 
and conditions as it deems appropriate 
in the public interest or for the protec- 
tion of investors or consumers, shall 
exempt from the provisions of subsec- 
tion (a) the issue or sale of any secur- 
ity by any subsidiary company of a 
registered holding company, if the is- 
sue and sale of such security are solely 
for the purpose of financing the busi- 
ness of such subsidiary company and 
have been expressly authorized by the 
state Commission of the state in which 
such subsidiary company is organized 
and doing business, 

We find that the ae issue and 
sale of the convertible debentures are 
solely for the purpose of financing the 
business of Public Service and have 
been authorized by the state Commis- 
sion of the state in which Public Serv- 
ice is organized and doing business. 
We conclude, therefore, that the issue 
and sale of the convertible debentures 
should be granted exemption, pursuant 
to § 6(b) of the Act, from the pro- 
visions of §§ 6(a) and 7. There re- 
mains the question, however, whether 
it is necessary in granting the applica- 
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tion for exemption to impose any 
terms and conditions. 

[2,3] The Public Utilities Division 
urges that the following terms and 
conditions should be imposed: (1) a 
limitation on the duration of the con- 
version period of the debentures so 
that it will not extend beyond the time 
when Public Service will require ad- 
ditional funds from outside sources to 
finance its construction program, (2) 
a reduction in the basic conversion 
price of the common stock into which 
the debentures may be converted, and 
(3) the establishment of a sinking 
fund to operate between the termina- 
tion of the conversion period and the 
maturity of the debentures. Public 
Service and the Public Service Com- 
mission of Indiana contend that the 
imposition of these terms and condi- 
tions is beyond the scope of this Com- 


mission’s jurisdiction under § 6(b) of 
the Act. Public Service also contends 
that, in any event, the conditions have 
no merit and are unnecessary. We 
shall consider each of these contentions 
in turn. 


The legislative history of the Act 
shows that the third sentence of § 6 
(b) was inserted in the Act by the 
conference committee as a compro- 
mise between the provisions of the 
Senate bill (S. 2796) and the House 
Amendment thereto. The Senate bill 
made the standards of § 7 regarding 
the issue and sale of securities equally 
applicable to both registered holding 
companies and all of their subsidiaries. 
The House Amendment made these 
standards applicable only to registered 
holding companies and “to any subsid- 
iary company thereof which is a pub- 
lic utility company the issuance of 
whose securities is not subject to reg- 


70 PUR NS 


ulation by a state Commission or state 
securities commission.” In comment- 
ing on the compromise the conference 
report stated: 

“The substitute agreed upon is the 
language of the Senate bill, which is 
qualified by a provision in § 6(b) 
which directs the Commission to ex- 
empt the issue of securities by subsidi- 
ary companies in cases where holding 
company abuses are unlikely to exist.” 

It seems obvious that the compro- 
mise embodied in § 6(b) was in- 
tended to grant greater responsibility 
and vest a larger measure of regula- 
tory power in this Commission than 
had been provided for in the House 
Amendment. First, unlike the House 
Amendment, the compromise did not 
grant an automatic exemption ; second, 
it directed this Commission to grant 
an exemption from the requirements 
of §§ 6(a) and 7, only if the state 
Commission had expressly “author- 
ized” the issue, whereas the House 
Amendment granted a statutory ex- 
emption if the issue was “subject to 
regulation by a state Commission” ; 
and, third, and most important, it ex- 
pressly made the granting of such ex- 
emption “subject to such terms and 
conditions” as the Commission deemed 
“appropriate in the public interest or 
for the protection of investors or con- 
sumers.” These differences show that 
the compromise not only limited the 
scope of the § 6(b) exemption, but 
also contemplated that the security is- 
sues of all subsidiary companies, even 
though approved by state regulatory 
agencies, should be subject to this 
Commission’s consideration and to the 
imposition of such terms and condi- 


17H. R. Rep. No. 1903, 74th Cong. Ist 
Sess. pp. 66, 67. 
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tions as this Commission finds appro- 
priate “in the public interest or for 
the protection of investors or consum- 
ers” in order to prevent the likelihood 
of abuses which Congress found preva- 
lent in holding company systems. 
Thus, while § 6(b) falls short of 
the Senate provision which would have 
granted to this Commission the same 
regulatory power over securities of 
operating companies approved by state 
regulatory agencies as over the issues 
of holding companies which are sub- 
ject to § 7, it is clear that, by rejecting 
the House provision, Congress meant 
to impose some affirmative power and 
responsibility in this Commission in 
connection with § 6(b) financings. 
Accordingly, it appears that the scope 
of this Commission’s power under § 
6(b) falls somewhere between an un- 
qualified acceptance of state approval 
on the one hand, and the plenary reg- 
ulation of § 7 on the other. Congress 
apparently contemplated that the re- 
sponsibility for the examination of se- 
curity issues of operating companies 
subject to state regulation should be 
divided between this Commission and 
the state agencies and that the com- 
bined supervision of both authorities 
would produce the regulation en- 
visaged by the Holding Company Act. 
Thus, this Commission would afford 
additional protection where the state 
agency has not provided the measure 
of protection which the Act seeks to 
assure. In determining the effect and 
nature of the protection which Con- 


gress sought to provide and the evils 
which it sought to eliminate, reference 
must be made first to § 1(b) of the 
Act, 15 USCA § 79a(b) which de- 
scribes generally the type of abuse 
which made necessary the enactment of 
remedial legislation and, second, to the 
policy of the statute as given expres- 
sion in the various provisions of the 
Act. 

We are not insensitive to the deli- 
cate questions created by the dual reg- 
ulation of state and Federal authority. 
We think it possible, however, under 
§ 6(b) to give all due respect and ef- 
fectiveness to the determination of the 
state authority and at the same time 
fulfil the statutory responsibility im- 
posed on this Commission. We be- 
lieve the legislative scheme and pur- 
pose can be fully effectuated if our 
power to impose terms and conditions 
in connection with an issue approved 
by a state agency is employed only 
after giving weight to the decision of 
the state agency and then only to the 
extent that the issue offends the basic 
standards and policies of the Act and 
thereby creates the likelihood of those 
abuses which led to passage of the 
Act. In effect this means that a 
greater degree of latitude is permitted 
in applying the standards and policies 
of the Act to a security examined and 
approved by a state Commission and 
entitled to a § 6(b) exemption than 
to an issue subject to all provisions of 
§ 7,1° but where there is a material 
variance from those standards and 





18 Cf. United States v. Lowden (1939) 308 
US 225, 84 L ed 208, 60 S Ct 248; Interstate 
Commerce Commission v. Railway Labor 
Executives Asso. (1942) 315 US 73, 86 L ed 
904, 62 S Ct 717. 

19Cf. Re The Dayton Power & Light Co. 
(1941) 8 SEC 950, 981, 38 PUR NS 129, 


157: “An exemption from § 6(a) means 


that the securities need not be of the types 
or for the purposes specified in § 7(c), and 
need not meet the standards of § 7(d) with 
respect to capital structure, earning power, 
appropriateness, reasonableness of fees, and 
the like except to the extent that we deem 
terms and conditions in respect of these or 
other matters appropriate in the public interest 
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policies, it is our responsibility, despite 
state approval, to impose appropriate 
terms and conditions. 

An examination of the evils specifi- 
cally enumerated in § 1(b) of the Act 
as adversely affecting the public in- 
terest and the interest of investors and 
consumers reveals that the proposed 
shortening of the conversion period is 
directed against “lack of economies in 
the raising of capital,” listed in § 1(b) 
(5). It is apparent that to the extent 
that a long-term conversion period 
permits a debenture holder to convert 
into stock at a time when its market 
value is considerably higher than the 
conversion price, the company has pro- 
posed 4n uneconomical method of in- 
creasing its stock equity. On the other 
hand, the proposed conditions for re- 
ducing the conversion price and es- 
tablishing a sinking fund are designed 
primarily to improve the capital struc- 
ture of Public Service and promote its 
financial program. Section 1(b)(1), 
in listing another of the evils at which 
the Act is directed, refers to “securi- 
ties . . . issued by a subsidiary 
public-utility company under circum- 
stances which subject such company 
to the burden of supporting an over- 
capitalized structure .’ To the 
extent that the lowering of the con- 
version price will accelerate the build- 
ing up of common stock equity by a 
company with a high debt ratio and to 
the extent that the sinking fund will 
provide means for periodic retirement 
of outstanding debt, the proposed con- 
ditions appear to be directed toward 
preventing an overcapitalized struc- 
ture. 


We turn to a consideration of the 
merits of the specific terms and condi- 
tions proposed by the Public Utilities 
Division. 


Shortening the Conversion Period 


Under the proposed conversion op- 
tion, a debenture holder will be en- 
titled to receive shares of Public Serv- 
ice common stock at a fixed price of 
$40 per share at any time within 
twelve years after issuance of the de- 
bentures. The Division urges that a 
condition be imposed to limit the con- 
version period so that it will not ex- 
tend beyond the time when Public 
Service will require additional funds 
from outside sources. 

In considering this proposed condi- 
tion as well as the condition looking to 
the lowering of the conversion price, 
certain general basic objections raised 
by the Division against convertible 
securities should be noted. A con- 
vertible debenture combines the in- 
vestment features of a debenture with 
the speculative aspects of a long-term 
option warrant to obtain stock at a 
fixed price. So long as the market 
value of the stock is close to the 
conversion price, the price of the 
debentures will be determined by the 
investment value of the debentures qua 
debentures plus whatever value is at- 
tributed to the option to purchase 
stock at that price in the future.” 
If, however, the market price of the 
stock rises above the conversion price, 
the price of the debenture will fluctuate 
with the value of the stock. Should 
the price of the stock become very high 
and raise the price of the debenture 





or for the protection of investors or con- 
sumers.” 

20 The complicated calculations involved in 
appraising the value of an option warrant are 
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set forth in Berle and Means, The Modern 
Corporation and Private Property (1932) p. 
184, ftn. 54. 
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proportionately, the latter will lose all 
of the stability normally associated 
with a debenture and because of the 
low yield the holder will be interested 
in retaining it only as a convenient 
means of speculating in the stock into 
which the debenture is convertible. 
The fact that the debenture gradually 
loses its investment quality and takes 
on the speculative characteristics of 
common stock may frequently confuse 
and delude the investor.™ 
Furthermore, the conversion fea- 
ture, being essentially an option to 
obtain common stock, is an interest 
that has been carved out of the com- 
mon stockholders’ equity. As such, 
it represents a potential share in both 
the company’s surplus and future earn- 
ings, a fact often overlooked or mis- 
understood by investors in the ap- 
praisal of common stock values.” The 
value of the conversion privilege is, 
therefore, based on the opportunity to 
share in the profits of the company, 
without the normal risks of ownership, 
by obtaining the stock at a lower price 
than the value of the stock equity at 
the time of conversion. In the instant 
case, the conversion price has been 
fixed at $40, approximately the cur- 
rent market value of the stock. Con- 
versions effected when the market 
price of the stock has risen above that 
price not only require the company to 
issue stock at a lower price than would 


be obtained through a public offering 
but result in a dilution of the equity of 
existing stockholders. Because of the 
difficulty in predicting future market 
fluctuations and measuring the amount 
of that dilution, it is unlikely that 
stockholders will be adequately com- 
pensated for this dilution in the price 
they can obtain either for the warrants 
they acquire or for the debentures, if 
they are sold before the market price 
of the common stock has risen. In 
addition, the possibility that additional - 
shares equal to 25 per cent of the total 
shares now outstanding may be issued 
under the conversion option makes it 
extremely difficult to appraise the 
stock on the basis of its present earn- 
ing power and a statement regarding 
its earnings per share may frequently 
mislead an unwary investor. 

Shortening the conversion period 
will mitigate to some extent these 
harmful consequences. It will serve to 
resolve some of the uncertainty as to 
the dilution of stockholders’ equities, 
since conversions will be confined to 
a shorter period of market fluctuations 
in which the significant factors can be 
more clearly analyzed. It will also 
permit effectuation of the company’s 
financing program on a basis consist- 
ent with its own objectives. 

The conversion feature was de- 
signed primarily to increase the com- 
mon stock equity of the company by 





21 See Graham and Dodd, Security Analysis 
(2d Ed. 1940) p. 293: “It must be recognized 
that there is something insidious about even a 
good convertible bond; it can easily prove a 
costly snare to the unwary. To avoid this 
danger the investor must cling determinedly to 
a conservative viewpoint. When the price of 
his bond has passed out of the investment 
range, he must sell it; most important of all, 
he must not consider his judgment impugned 
if the bond subsequently rises to a much higher 
level. The market behaviour of the issue, 


once it has entered the speculative range, is 
no more the investor’s affair than the price 
gyrations of any speculative stock about which 
he knows nothing.” 

ho Graham and Dodd, op. cit., pp. 644, 


23 When the plan was formulated in the lat- 
ter part of February, 1947, the market was 
around 44 bid. In the beginning of March 
oe the application was filed it was around 

bid. 
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the time permanent financing of the 
construction program became neces- 
sary. Public Service has offered no 
justification for its choice of a 12- 
year conversion period apart from the 
fact that securities with equally long 
conversion options have been issued by 
companies not subject to our jurisdic- 
tion. In its brief, Public Service states 
that the length of the conversion pe- 
riod “is not of particular importance 
provided the term be long enough to 
permit an orderly working out of the 
ultimate aim of securing the conver- 
sions and is at least longer than the 
construction period.” Since definite 
plans for the permanent financing of 
the construction expenditures will 
have to be formulated at the latest up- 
on the completion of the program at 
the end of 1951, the conversion fea- 
ture will accomplish the purpose for 
which it was originally intended only 
if the privilege is exercised by that 
time. Its existence beyond that date 
will not benefit the company, and may 
have a substantial adverse effect. The 
$12,000,000 bank loan will mature 
early in 1952, if it has not previously 
been retired, and the company may 
have other urgent financial require- 
ments at that time which cannot pres- 
ently be foreseen. It is possible that 
conditions may be such as to make the 
sale of additional common stock nec- 
essary and in that event the existence 
of the conversion option will adversely 
affect the price which the company can 
obtain. Thus, from the company’s 
point of view the termination of the 
conversion period at the end of 1951 
may prove very desirable. For all the 
reasons stated, we deem it appropriate 
in the public interest and for the pro- 
tection of investors and consumers to 
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impose a condition requiring termina- 
tion of the conversion privilege on 
December 31, 1951. 

In imposing the condition shorten- 
ing the conversion period we have at- 
tempted to give due weight to the de- 
cision of the state Commission and full 
expression to the regulatory scheme 
envisaged by § 6(b). Indeed, if the 
instant case arose under § 7, it is at 
least doubtful whether we could ap- 
prove the issuance of this convertible 
security at all, in view of the possible 
harmful consequences we have de- 
scribed. In its findings the Indiana 
Commission has stated “that the pro- 
posed issue of the debentures, and the 
terms and conditions thereof, are in 
the public interest and in the best in- 
terests of both the consumers served by 
petitioner and the holders of its se- 
curities.” It may be noted, however, 
that its findings do not indicate that 
particular consideration was given to 
the undesirable features of a convert- 
ible security. Whether this was an 
oversight or whether it may have felt 
that the disadvantages of this type of 
security for stockholders and inves- 
tors were more than outweighed by the 
benefits that would accrue to the com- 
pany is not apparent. In any event, 
we feel that fulfilment of our responsi- 
bilities under the Public Utility Hold- 
ing Company Act requires that, as a 
minimum, we condition our granting 
of the exemption on a shortening of 
the conversion period to minimize the 
serious disadvantages to stockholders 
and investors that might otherwise re- 
sult. 


Lowering of the Conversion Price 


In support of its proposal that the 
conversion price be lowered, the Divi- 
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sion points out that the proposed price 
of $40 is so close to the current mar- 
ket price of the Public Service common 
stock, which is almost at its historical 
high, that it is unlikely to be attractive 
enough to induce stockholders to ex- 
ercise their warrants, and furthermore 
that the relatively high conversion 
price threatens the success of the com- 
pany’s program for building up its 
common stock equity. The Division 
maintains that a lower conversion 
price would encourage stockholders to 
exercise their subscription warrants 
and ultimately to convert the deben- 
tures into common stock, thereby 
minimizing the chances of dilution of 
their stock equity which might other- 
wise result from the sale of the war- 
rants and conversions by persons other 
than stockholders at a time when the 
market price exceeds the conversion 
price. 

The company, on the other hand, is 
of the opinion that lowering the con- 
version price will not encourage sub- 
scriptions by its present common 
stockholders. It further states that a 
reduction of the conversion price will 
have many disadvantages. If the price 
is lowered to $35 it would involve, as- 
suming the conversion of all the de- 
bentures, the issuance of 39,563 more 
shares of common stock than would 
be required at a $40 conversion price. 
This would increase the annual com- 
mon stock dividend requirements for 
the new shares to be issued, if a $3 
dividend is assumed, from $830,835 to 
$949,524. Lowering the conversion 
price to $35 would also result in a re- 
turn to stockholders of capital in the 
amount of $1,384,725, which the com- 
pany considers unnecessary since it be- 
lieves that the success of the debenture 


issue seems assured from the investor 
interest that has already been manifest- 
ed. Finally, lowering the conversion 
price will produce a greater potential 
dilution and, consequently, will have 
a greater tendency to depress the mar- 
ket price of the common stock. 

In addition to pointing out these 
disadvantages, Public Service has de- 
nied that a reduction in the conversion 
price is necessary to assure the suc- 
cess of its program for building up its 
common stock equity. It feels con- 
fident of a rising market price for its 
stock in the future and foresees a fail- 
ure of this program only if a severely 
depressed market condition should de- 
velop and be long continued. The is- 
suance of the convertible debentures 
with a $40 conversion price will give 
the company approximately the full 
market value of the stock at the time 


the money is obtained for use, and the 
extent of any potential future dilutions 
can be controlled, in some degree, by 
the company’s power to call the de- 
bentures. 


It should also be noted that with a 
conversion price approximately at 
present market levels the debentures 
will have an initial value determined 
largely by their investment value as 
debentures, but that if the conversion 
price were lower, their initial value 
would be higher and would reflect for 
the most part the value of the con- 
version right. Therefore, the effect 
of lowering the conversion price would 
be to add to the speculative nature of 
the security. The tendency would 
then be for the debentures to be pur- 
chased for the purpose of speculating 
on a rise in the market price of the 
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common stock, rather than as an in- 
vestment.** 

Weighing the merits of the pro- 
posed lowering of the conversion price 
against the objections which have 
been raised and in view of the state 
Commission’s approval of the issue in 
the form submitted to us, we do not 
believe that imposition of this pro- 
posed condition is required. 


Establishment of a Sinking Fund 


The indenture under which the de- 
bentures are to be issued contains no 
provision for a sinking fund, and the 
Division urges the establishment of 
such a fund. The Division points out 
that the bank loan notes, which are to 
be retired with the proceeds derived 
from the sale of the debentures, have 
serial maturities of $1,000,000 per an- 
num until September 1, 1949, and 
thereafter of $1,500,000 per annum 
until 1955, when they were to have 
been completely retired. It contends 
that the company should not be de- 
prived of the improvement in its capi- 
tal structure, which would result from 
the periodic retirement of the notes, 
and that this improvement could be 
continued if a sinking fund for the pe- 
riodic retirement of the debentures 
were established at the termination of 
the conversion period with the net 
savings resulting from the difference 
between the dividend requirements on 
the stock into which the debentures 
are convertible and the interest pay- 
able on the debentures. This would 
provide an annual provision for a sink- 
ing fund of between 5 per cent and 6 
per cent of the principal amount of the 


debentures outstanding at the expira- 
tion of the conversion period, and, if 
it were operative for ten years, 50 per 
cent or more of the debentures would 
be retired in this way by the time of 
the maturity of the issue. Public Serv- 
ice, on the other hand, points out that 
its need for additional funds is con- 
stantly expanding during the construc- 
tion period and any sinking fund es- 
tablished before the end of that period 
would merely require it to borrow ad- 
ditional funds from another source in 
order to pay off the debentures. 

We think there is considerable 
merit in this argument of the company 
and, furthermore, since the proposed 
debentures are intended only as a tem- 
porary means of financing the con- 
struction program, it appears that con- 
sideration of a sinking-fund proposal 
may appropriately be deferred until 
the company undertakes the perma- 
nent financing of these expenditures. 


5. Acquisition and Sale of Warrants 
by Middle West 

Middle West, which owns 224,586 
shares of Public Service common 
stock, has applied for permission to 
acquire and sell at the prevailing mar- 
ket price the warrants to which it will 
be entitled under the proposed financ- 
ing program. No objection has been 
made to either the acquisition or the 
sale. 

Testimony has been offered that the 
warrants should have a value of ap- 
proximately 50 cents because it is be- 
lieved that the debentures, even apart 
from the conversion feature, will have 
an investment value slightly in excess 





#4 Graham and Dodd, op. cit., pp. 290, 291, 
points out the necessity of making an uncom- 
promising choice in purchasing convertible 
securities either as an investor or as a specu- 
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lator. “Where an intermediate stand is taken, 
the result is usually confusion, clouded think- 
ing and self-deception.” 
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of their face value. Middle West, 
therefore, anticipates no difficulty in 
disposing of its warrants. Further- 
more, because of the investor interest 
which has already been manifested in 
the warrants, it was the opinion of an 
expert witness that even the sale of the 
substantial block of warrants which 
Middle West will acquire (approxi- 
mately 20 per cent of the issue) will 
probably not materially depress their 
market price. 


We observe no basis for making any 
adverse findings under § 10 of the Act 
and we find that the acquisition is con- 
sistent with the standards of that 
section. Likewise, we find no basis 
for disapproving the sale of the war- 
rants under § 12(d) of the Act. 


6. Removal of Dividend Restriction 
on Public Service Common Stock 


By an order of September 5, 1945, 
we required that Public Service “shall 
not pay any dividends (other than 
dividends payable in shares of its com- 
mon stock) on any shares of its com- 
mon stock,” or “make any other dis- 
tribution on, or purchase or otherwise 
retire any shares of its common stock 
unless the earned surplus of the com- 
pany after making such payment, dis- 
tribution, purchase, or retirement 
shall be not less than the sum of $1,- 
000,000.” At the time this restriction 
was imposed, we had before us a re- 
quest by Public Service to terminate 
an earlier and more stringent condi- 
tion imposed in our order of April 28, 
1943.% In acting upon this request, 
we noted an improvement in the finan- 
cial condition of Public Service but 
determined that, nevertheless, earned 


surplus should be restricted to the ex- 
tent of $1,000,000 as to the payment of 
common stock dividends. In an amend- 
ment to its present application, Public 
Service requests the removal of this 
condition. In the light of the further 
improvement which has occurred in 
its financial condition, we find that it 
is appropriate to grant this request and 
our order herein will so provide. 


7. Fees and Expenses 

The estimated fees and expenses in 
connection with the issuance of the 
warrants and the sale of the debentures 
and their conversion into common 
stock are summarized below: 


Regulatory body fees and docu- 


ere $41,022.48 
| Ae veer 18,000 
Fees and Expenses to Continental 
Illinois National Bank and 
Trust Company of Chicago and 
Chase National Bank of New 
York for services as warrant 
agents and subscription agents 
in connection with issuance of 
warrants and debentures and 
conversion of debentures into 
CE GIDE i. 0.5050 sends0n00 60,253.00 
RIE 54 00Ks ncnenae baxw ener 7,500.00 
Accountants’ Fees and Expenses 3,500.00 
rr ee ore 4,500.00 
$134,775.48 


These amounts do not appear to be 
unreasonable and we make no adverse 
findings with respect to them. 

In addition, Public Service will 
compensate the Continental Illinois 
National Bank and Trust Company of 
Chicago and the Chase National Bank 
of New York for their services and 
expenses in acting as agents to execute 
stockholders’ orders for the purchase 
or sale of warrants. Public Service 
states that an estimate of the fees to 
be paid for this service cannot be made 





_ % Re Public Service Co. of Indiana, Hold- 
ing Company Act Release No. 6030. 


[6] 





26 Re Public Service Co. of Indiana, 13 
SEC 296. 
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because the extent to which it will be amounts. that will be paid to these 
employed is not known. Accordingly, banks for this service. 
we shall reserve jurisdiction over any An appropriate order will issue. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Springfield Gas Light Company 


DPU 7709 
July 25, 1947 


NVESTIGATION on Department motion as to propriety of rates 
filed by gas company; rates approved. 


Return, § 92 — Gas company. 
1. A gas rate increase should be authorized where it will yield a return of 
less than 5 per cent on the outstanding stock and premium of the company, 
p. 83. 

Rates, § 68 — Jurisdiction of Commission — Managerial matters. 
2. It is not the function of the Commission to substitute its ideas of rate 
structure for those of the utility’s management, except in so far as certain 
rates may be basically unjust or inequitable, p. 84. 

Rates, § 303 — Fuel clause — Gas rate schedule. 
3. The fuel clause in a gas company’s rate schedule should provide for pass- 
ing on to the customer at least a proportionately large amount of the de- 
crease in the cost of oil or coal below the prices used as a standard in the 
fuel clause, as well as the increase in such cost, p. 85. 

Rates, § 303 — Gas rate schedule — Fuel charges — Initial step. 
4. A gas company’s use of its fuel charge to cover the initial step of 100 
feet in addition to the remaining steps was permitted where the charge would 
be small and would result in substantial economies in billing, p. 85. 

Payment, § 53 — Discount to encourage payment. 


5. A gas company was authorized to restore discount provisions by gross 
and net billing for gas, although the Department indicated that it did not 
approve of such provisions, p. 86. 


Payment, § 53 — Discount for prompt payment. 
Discussion, in separate concurring opinion, of questions whether or not 
discount provisions in gas rate schedule constitute unlawful penalty, p. 87. 


(McKeown, Commissioner, concurs in part.) 


Aa 


APPEARANCES: Henry F. Knight Moynahan and Charles D. Sloan, for 
and David B. Hoar, for the Spring- the city of Springfield; Walter M. 
field Gas Light Co.; Stephen A. Shea, for the city of Chicopee. 
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RE SPRINGFIELD GAS LIGHT CO. 


By the DEPARTMENT: The Spring- 
field Gas Light Company filed with the 
Department on March 17, 1947, new 
schedules of rates and charges for gas 
effective on May 1, 1947. The De- 
partment, acting under General Laws 
(Ter. Ed.) Chap 164, § 94, suspend- 
ed the effective date of the schedules 
and entered upon an investigation as 
to the propriety of the proposed new 
schedules. After notice, public hear- 
ings were held by the Department on 
May 22, 1947, and June 4, 1947. 

The Springfield Company manufac- 
tures and sells coal and water gas to 
approximately 60,000 customers 
through 540 miles of mains in the 
highly industrial areas of the cities 
of Springfield and Chicopee and six 
adjacent towns. The cities and towns 
supplied have an aggregate population 
of over 250,000 and an area of 130 
square miles. 

The company has outstanding $5,- 
360,100 par value of common stock 
and a premium account of $3,429,290.- 
77. On December 31, 1946, notes 
payable in the amount of $600,000 
were outstanding. The plant invest- 
ment of the company on December 31, 
1946, was $10,573,005.40 and the de- 
preciation reserve was $1,209,247.66 
or 12.55 per cent of depreciable prop- 
erty. 

The revenues of the company have 
increased considerably in recent years. 
The annual returns filed with the De- 
partment show an increase in operat- 
ing revenues from $1,833,142 in the 
year 1940 to $2,945,995 in the year 
1946, or a total revenue increase of 
$1,112,853 or over 60 per cent in 
the period. However, the increase in 
operating expenses and taxes has kept 
pace with the rapid rise in revenues, 


having increased $1,063,562 in this 
same period. The net earnings of the 
company available for dividends have 
ranged, since 1940, from a low of 
$250,710 in the year 1940, to a high 
of $394,246 in the year 1944. The 
per cent of earnings to capital stock 
plus premium ranged from 2.85 per 
cent in the year 1940 to 4.49 per cent 
in the year 1944. Dividends on the 
par value of the outstanding stock have 
been paid at the following rates: 4.8 
per cent in the years 1940, 1941, and 
1942; 5.2 per cent in the year 1943, 
and 6.4 per cent in the years 1944, 
1945, and 1946. 

For the year ending December 31, 
1946, the company reported net earn- 
ings of $333,509.79, representing a 
return of slightly less than 3.8 per cent 
on the outstanding stock and premium. 
The income before interest payments 
in the year 1946 of $363,731.61, rep- 
resented a return of 3.9 per cent on 
the plant investment of the company 
less the depreciation reserve. 

[1] Respondent estimated that the 
new schedules of rates filed by it 
would produce additional revenues of 
$310,615 annually. It urges that the 
additional revenues are required be- 
cause of increased costs. Increased 
costs totaling $381,443, it is estimated, 
will be incurred in 1947 over actual 
1946 costs. Actual operating results 
in 1946, adjusted to reflect the addi- 
tional increased expenses and further 
adjusted to reflect the estimated in- 
crease in annual revenues under the 
proposed rates show a net return of 
$250,697, after taxes. 

Counsel for the city of Springfield 
criticizes these estimates in a very 
able brief on the grounds that certain 
of the projected expenses are unwar- 
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ranted, and that the company, in mak- 
ing such estimates, failed to take into 
account increases in revenues. How- 
ever, so far as concerns the failure of 
the respondent to estimate future rev- 
enue increases, these revenues will to a 
great extent be drived from rates car- 
rying a low margin of profit. This 
conclusion is justified by statements 
furnished us by respondent covering 
operations for the first five months in 
1947. These statements show oper- 
ating revenues of the company as hav- 
ing increased $226,791 in the first five 
months of 1947 over the same period 
in 1946. Operating expenses, how- 
ever, are shown to have increased 
$285,581 during the same period so 
that the net operating revenue has 
actually decreased $58,790. Net in- 
come in the first five months of 1947 
of $116,388 is off $48,062 from the 
comparable 1946 period. Net income 
for the month of May, 1947, was $12,- 
663 as against $36,404 in May, 1946. 

These figures seem to us to be con- 
clusive evidence that the answer to re- 
spondent’s need for additional income 
does aot lie in increased sales alone, 
and that it must have relief by way 
of increased base rates. 

Irrespective of the merits of the 
attack upon respondent’s estimates of 
increased expense, careful analysis of 
these figures fails to show a sufficient 
discrepancy to make any difference in 
the conclusion to which we are forced 
by study of actual operations for the 
first part of the year. 

The city has further and forcibly 
argued that the decline in earnings for 
the first quarter, which were alone 
available at the hearing, were to be 
explained by a time lag in the appli- 
cation of the fuel charge on a rising 
70 PURNS 


market. But here, again, the actual 
operating results for the five months’ 
period do not support the argument. 

We are of the opinion, upon all the 
evidence, that the annual earnings un- 
der the proposed new schedules will 
represent a return of less than 5 per 
cent on the outstanding stock and pre- 
mium of the company. In the face of 
these prospective earnings, we have no 
alternative but to permit respondent to 
have the benefit of the additional rev- 
enues to be derived from the proposed 
rates. 

[2] In its brief, the city of Spring- 
field attacks the proposed distribution 
of rate increases on the ground that 
the increases are inequitably distrib- 
uted as between classes of consumers. 

There seem to us to be two cogent 
answers to this contention. In the 


first place, a cost study by respondent 


shows a cost per bill per month of 
$1.32 based on 1946 expenses and in- 
cluding a return on the investment 
necessary to serve but before any gas 
is used. As is the case with gas com- 
panies generally, respondent carries a 
very large number of low-use custom- 
ers. Over 35 per cent of the bills ren- 
dered for domestic use were for 1,000 
cubic feet or less per month or, even 
under the revised schedules, for $2.40 
or less per month. With a monthly 
cost to serve of $1.32 before any gas 
is used by the customer, it is obvious 
that even under the proposed new do- 
mestic rates, the company will continue 
to furnish gas to a large number of 
low-use convenience customers at or 
below cost. A very large proportion 
of the increases in costs, which re- 
spondent has experienced, have little 
relationship to the amount of gas con- 
sumed. 
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In the second place, gas is a product 
in active competition with other serv- 
ices, such as electricity in some fields, 
or coal and oil in others. The man- 
agement of a gas company must take 
into careful consideration the effects of 
any increase in its rates upon its com- 
petitive situation. In general, except 
in so far as certain rates may be bas- 
ically unjust or inequitable, it is not 
the function of a regulatory Commis- 
sion to substitute its ideas of rate struc- 
ture for those of the management. 
Within certain limits, of course, the 
decision of those most familiar with 
local conditions must be final, so long 
as the over-all net revenues received 
from the entire operations of the com- 
pany do not represent more than a fair 
return on the company’s prudent in- 
vestment. We find nothing so far out 
of line in the proposed rates as to justi- 
fy us in so interfering with the func- 
tion of the management in this case. 

We have some few comments with 
reference to respondent’s proposed 
schedules which we will take up in 
order. 


1. Prepayment Meters 


Respondent proposes to retain its 
Schedule M. D. P. U. No. 38, Do- 
mestic and Prepayment Service, in- 
cluding therein the statutory mini- 


mum. See Gen. Laws (Ter. Ed.) 
Chap 164, § 119. It also proposes 
to retain a minimum of $1 per month 
on its “Optional Domestic Service,” 
Schedule A-1. The two schedules are 
so designed that at a use of 800 cubic 
feet, it becomes economical for the 
customer to come under Schedule A-1. 
Small nonprepayment users should be 
subject to the initial step rate of Sched- 
ule A-1 in order to support the ini- 


tial costs described hereinbefore. 
Schedule A should, therefore, be con- 
fined to prepayment users. At the 
same time, we feel that Schedule A—1 
should take the statutory minimum. 
See Re Lynn Gas & E. Co. (1947) 
D. FP. U. 7642, 7 PUR NS 
22. 

In this connection, respondent has 
indicated a keen desire not to expand 
its prepayment service. This is a 
management decision in which we find 
nothing to criticize, and Schedule A 
will provide for application only to 
existing customers at present loca- 
tions. 


2. Fuel Charge 


[3,4] The fuel charge proposed by 
the respondent calls for an increase in 
rates when coal prices increase to over 
$7.75 per ton and when oil prices in- 
crease to over 5 cents per gallon (for 
heavy oil) or 6} cents per gallon (for 
light oil). Needless to say, present 
prices are far above these rates, and 
a substantial part of consumers’ 
charges at this time is made up of this 
fuel charge. Nevertheless, no provi- 
sion is made for the possible event that 
fuel prices will drop below these levels. 
The regulations as approved should 
provide for passing on to the consumer 
at least a proportionately large amount 
if this unlikely event should occur. 

The management of the company, 
for the sake of uniformity in its billing, 
wishes to extend the use of the fuel 
charge to cover the initial step of 100 
feet in addition to the remaining steps. 
It estimates additional revenue from 
this source at $1,120 per year, or 
about 2 cents per customer per year. If 
this small charge will result in substan- 
tial economies in billing, as the re- 
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spondent seems to feel, we certainly 
have no objection. 


3. Gross and Net Billing 


[5] The schedules as filed by re- 
spondent provided for a billing on a 
net basis only. To the majority of 
the members of this Commission, this 
seemed to be a step in the right direc- 
tion, and one designed to lift some of 
the burden from those least able to 
afford it. At the hearing, however, the 
company’s witnesses seemed to feel 
that these rates were not consistent 
with good management policy. How- 
ever mistaken we feel he may have 
been in his conclusion, counsel for the 
city of Springfield joined in asking 
that the practice of gross and net bill- 
ing be continued. Thus, we are placed 
in the peculiar position of being re- 
quested by both the management and 


the city to do something with which a 
majority of this Commission do not 


agree. There seems, however, to be 
no reason why we should substitute 
our judgment for that of those most 
intimately affected, and we will order 
a restoration of the discount provi- 
sions heretofore in effect. 

As the result of the resumption of 
discounted billing, respondent indi- 
cates that it would receive additional 
revenues of $22,532 from forfeited 
discounts. This additional revenue re- 
spondent proposes to offset by a de- 
crease of 4 cent per hundred cubic 
feet in the new rates for the second 
step throughout its schedules, i. e., to 
price the second block of 900 cubic 
feet in all schedules at 154 cents per 
hundred instead of 16 cents. This, it 
estimates, will cost it $26,146, making 
a net loss by reason of all of the ad- 
justments proposed of $2,494, to be 
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subtracted from the estimated revenue 
of $310,615 hereinbefore referred to, 
leaving a net gain through the appli- 
cation of the proposed rates of $308,- 
121. 


Conclusion 


We believe that respondent has ade- 
quately sustained the burden placed 
upon it under the statute to justify its 
proposed rates. We agree with the 
city when it states in its brief that re- 
spondent is “presently well managed 
and in a strong financial position.” We 
do not agree, nor do the operating re- 
sults to date show, that it can subsist 
squeezed between rising costs and 
fixed rates. Respondent is in a situa- 
tion identical with that of practically 
every gas company in the common- 
wealth. It must have additional rev- 
enues in order to continue to render 
adequate public service. 

Therefore, after due notice, public 
hearing, and due consideration, it is 
hereby 

Ordered: That the schedules of the 
Springfield Gas Light Company filed 
March 17, 1947, and suspended by 
order of the Department until No- 
vember 1, 1947, being M. D. P. U. 
Nos. 38 to 48, inclusive, and M. D. P. 
U. No. 7, be and the same are hereby 
approved to be effective August 1, 
1947, except that the respondent is 
directed to make the following changes 
and revisions therein: 

(1) Reduce the net price by $¢ per 
100 cu. ft. in the second block (900 
cu. ft.) in M. D. P. U. Nos. 39— 
Schedule A—1 ; 40—Schedule B; 41— 
Schedule D; 42—Schedule I; 44— 
Schedule O; and 45—Schedule F; so 
that the net price shall be reduced from 
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16¢ per 100 cu. ft. to 15$¢ per 100 
cu. ft. 

(2) Provide gross and net prices in 
M. D. P. U. Nos. 39, 40, 41, 42, 44, 
and 45 by restoring the existing dif- 
ferential between net and gross prices 
in the first block of the rate and re- 
ducing the differential of all subse- 
quent blocks to not over $¢ per 100 cu. 
ft. 

(3) In M. D. P. U. Nos. 39, 40, and 
41 strike out in the Fuel Charge pro- 
vision the words, “In excess of the 
first 100 cu. ft.” 

(4) In M. D. P. U. No. 38—Sched- 
ule A, the respondent shall limit the 
availability of service thereunder to 
prepayment service at existing loca- 
tions to existing customers who were 
purchasing gas through prepayment 
meters on M. D. P. U. No. 27—Sched- 
ule A, immediately prior to the effec- 
tive date of this order. 

(5) In M. D. P. U. No. 39—Sched- 
ule A-1, Domestic Service, the re- 
spondent shall strike out the minimum 
charge as filed and insert in place 
thereof the following: 

“Minimum Charge. $7 per annum 
provided customer’s bills during the 
consecutive twelve months’ period to- 
tal less than that amount.” 

(6) In M. D. P. U. No. 7, Section 
No. 17—Fuel Charge, respondent 
shall make provision for fuel charge 
credits by inserting the following : 

“2. Whenever the averaged unit 
costs of fuels used are lower by l¢ 
a gallon or $1 per ton than the unit 
costs stated in la, b, c above then 
credits computed in a similar manner 
shall be applicable.” 


McKeown, Commisioner, concur- 
ting except as to that part of the de- 
cision relating to gross and net billing: 


I do not believe the evidence before 
us warrants a conclusion that the dis- 
count privilege should be denied the 
customers of the Springfield Gas Light 
Company. The evidence is that the 
discount not only does not amount to 
a penalty, but serves as a benefit both 
to the customers and to the company. 

It appears from the record that the 
city of Springfield prefers the discount 
method in billing and also that the 
company prefers such method. On the 
other hand, there is no evidence or 
testimony or statement by any person 
who appeared at the hearing from 
which even an inference could be 
drawn that the discount method of 
billing was not proper. Whether the 
method of billing be on the basis of net 
and gross, or just net, the facts indi- 
cate the company will receive less than 
a reasonable return on its investment. 
Hence, the question of a penalty is not 
before us. 

The evidence is that with the dis- 
count provision (which concerns about 
80 per cent of the customers of the 
company) eliminated, then the com- 
pany would be required to expend an 
additional amount of $10,000 or $12,- 
000 per year following delinquent ac- 
counts, plus $1,500 per year interest 
charges to secure additional working 
capital, and some $12,000 per year for 
postage. The company would not ben- 
efit by such expenditures and the cus- 
tomers would have to pay for them 
eventually. The 80 per cent of the 
customers who have paid their bills 
promptly would be obliged to pay these 
costs for the benefit of the customers 
who do not pay their bills promptly. 

General Laws (Ter. Ed.) Chap 
164, § 94D (approved 1936) pro- 
vides : “Prohibition of Penalty 
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Charges for Delinquency in Payment 
of Bills for Gas or Electricity Used 
for Domestic Purposes.—No gas or 
electric company shall collect from a 
customer on account of his failure to 
pay any bill due for gas or electricity 
furnished to him for domestic purposes 
any charges as, or in the nature of, a 
penalty ; provided, that nothing herein 
shall prevent the collection of any 
amount allowable as a discount from 
such a bill in the event of its payment 
within a period specified therein, if 
the right to such discount has been for- 
feited by failure so to pay such bill.” 

This section in and of itself certainly 
does not make a discount a penalty, 
any more than it makes a penalty a 
discount, neither of which it purports 
to do. If the legislature has not made 
a discount a penalty, why should the 
Department, and how can the Depart- 
ment do so? 

Sutherland Statutory Construction 
(3rd Edition Horack) Vol. 2, § 4933 
(containing voluminous citations) 
reads: “As in all other cases, a proviso 
should be interpreted consistently with 
the legislative intent. Where the pro- 
viso itself must be considered in an 
attempt to determine the intent of the 
legislature, it should be strictly con- 
strued. This is true because the legis- 
lative purpose set forth in the general 
enactment expresses the legislative pol- 
icy and only those subjects expressly 
exempted by the proviso should be 
freed from the operation of the statute. 
As the result of improper drafting, 
the ‘provided, however,’ clause has 
been used to introduce new and unre- 
lated material, and thus courts have 
held on some occasions that the words 
will be treated merely as introductory 
of new material.” 
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It cannot be public policy which 
would prompt the Department to 
change rate structure by eliminating 
discounts, because the city of Spring- 
field, without qualification, favored the 
discount’ method both at the public 
hearing and in its brief, and the com- 
pany, through its witnesses, testified it 
preferred the discount method. It 
cannot be that § 94D lends a basis to 
such an interpretation. Sutherland 
Statutory Construction (3rd Edition 
Horack) Vol. 3, § 5905, in setting 
forth numerous citations, states: “The 
courts have usually been very slow to 
recognize nonlegal sources as a basis 
of public policy. But in the process 
of statutory interpretation it quite fre- 
quently becomes necessary for the 
court to examine and weigh public 
sentiment and feeling, the conditions 
giving rise to the legislation, and the 
effect that a possible interpretation 
will have upon society. It is submitted 
that these, too, are essential and basic 
elements of public policy which must 
be recognized in the process of statu- 
tory interpretation.” 

If § 94D cannot be construed as 
making all discounts illegal, and if 
the public interest does not demand the 
same, and if public policy has not as- 
serted itself toward that end, then to 
determine that all discounts result in 
penalties may very well be an inter- 
ference with management and not reg- 
ulation. See Missouri ex rel. South- 
western Bell Teleph. Co. v. Public 
Service Commission, 262 US 276, 
289, 67 L ed 981, PUR1923C 193, 
200, 43 S Ct 544, 31 ALR 807. 


“It must never be forgotten that 
while the state may regulate, with a 
view to enforcing reasonable rates and 
charges, it is not the owner of the 
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property of public utility companies, 
and is not clothed with the general 
power of management incident to own- 
ership.” 

The applicable general rule is well 
expressed in State P. U. C. ex rel. 
Springfield v. Springfield Gas & E. 
Co. 291 Ill 209, 234, PUR1920C 640, 
663, 125 NE 891. 

" the Commission is not 
the financial manager of the corpora- 
tion, and it is not empowered to sub- 
stitute its judgment for that of the 
directors of the corporation; nor can 
it ignore items charged by the utility 
as operating expenses unless there is 
an abuse of discretion in that regard 
by the corporate officers.” 

See Interstate Commerce Commis- 
sion v. Chicago G. W. R. Co. (1908) 
209 US 108, 52 L ed 705, 28 S Ct 
493; Chicago, M. & St. P. R. Co. v. 
Wisconsin, 238 US 491, 59 Led 1423, 
PURI915D 706, 35 S Ct 869, LRA 
1916A 1133; People ex rel. Delaware 
& H. Co. v. Stevens (1909) 197 NY 
1,90 NE 60. 

The Massachusetts supreme judicial 
court has held 

: To substitute the judg- 
ment of others is an in- 
terference with the right of manage- 
ment which goes beyond the reasonable 
limit of public control. ” New 
England Teleph. & Teleg. Co. v. De- 
partment of Public Utilities, 262 Mass 
137, 148, PUR1928B 396, 406, 159 
NE 743, 56 ALR 784. See also Unit- 
ed Fuel Gas Co. v. Kentucky R. Com- 
mission (1925) 13 F2d 510; Yancey 
v. Batesville Teleph. Co. (1907) 81 
Ark 486, 99 SW 679, 11 Ann Cas 
135. 

To determine whether discounts 
amount to penalties requires more 


than a mere conclusion that such is 
the effect, but rather it necessitates a 
comprehension of all relevant facts 
in each particular case and requires 
as its basis reasonable judgment and 
careful consideration. In Los Angeles 
Gas & E. Corp. v. California R. Com- 
mission, 289 US 287, 305, 306, 77 L 
ed 1180, PUR1933C 229, 241, 53 S 
Ct 637, Chief Justice Hughes wrote: 

“We have said that the judicial as- 
certainment of value for the purpose 
of deciding whether rates are confis- 
catory ‘is not a matter of formulas, 
but there must be a reasonable judg- 
ment having its basis in a proper con- 
sideration of all relevant ‘facts.’ Min- 
nesota Rate Cases (1913) 230 US 
352, 434, 57 L ed 1511, 33 S Ct 729, 
48 LRA NS 1151, Ann Cas 1916A 
18; Georgia R. & Power Co. v. Rail- 
road Commission, 262 US 625, 630, 
67 L ed 1144, PUR1923D 1, 43 S Ct 
680; Bluefield Water Works & 
Improv. Co. v. West Virginia Pub. 
Service Commission, 262 US 679, 
690, 67 L ed 1176, PUR1923D 11, 
43 S Ct 675.” 

On April 24, 1941 (D.P.U. 6235), 
38 PUR NS 184, by a unanimous de- 
cision of the then Commission, this 
Department approved rates of the 
Springfield Gas Light Company. 
These rates contained the discount 
provisions. 


In Customers v. Northampton Elec- 


tric Lighting Co. (1933) D.P.U. 
4370, 36 PUR NS 353, 361, the then 
Commission stated : “We are of the 
opinion that a discount from the maxi- 
mum rate of one cent per kilowatt hour 
if paid on time provides too serious a 
penalty for the failure to pay bills 
when due. We think the discount 
should be changed to 4 cent.” The 
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then Commission by that statement 
clearly distinguished between a pen- 
alty, and a discount. A discount in 
and of itself is not a penalty, neither 
by statute, by interpretation of statute, 
or by reasoning. It can become a 
penalty only by reason of the existence 
of facts which would make a discount 
a penalty. See Public Service Com- 
mission v. Kansas City Power & Light 
Co. (Mo 1933) 2 PUR NS 391, which 
holds that of course, the penalty and 
discount are but the opposite methods 
of securing the same end—prompt 
payment of bills. In Re Cheyenne 
Light, Fuel & Power Co. (Wyo 1931) 
PUR1932A 136, 138: “The Com- 
mission is strongly of the opinion that 
instead of permitting the imposition 
of a penalty for delayed payments, an 
inducement in the form of a discount 
should be given in order to encour- 


age the prompt settlement of bills. 


The Wisconsin Commission ap- 
proved rates containing discount pro- 
visions in Re New London, PUR 
1931E 369-373, and also in Re Elroy, 
Operating as a Water and Electric 
Utility, PUR1933C 421-428. 

In the event a discount should re- 
sult in a penalty, many regulatory 
bodies have preserved the discount 


feature by providing that a customer 
with a previous good record of prompt 
payments over a period of six months 
would not be deprived of the discount 
should a month intervene after such 
period. Another method employed 
for such purpose is the use of a grad- 
uated scale of reduced percentages of 
discounts. 

Numerous states have recognized 
that a discount is not necessarily a 
penalty and does not constitute dis- 
crimination. See Re Southern Idaho 
Water Power Co. (Idaho) PUR 
1916C 40; Re Independent Teleg. & 
Teleph. Co. (Ill) PURI1917A 658; 
Commercial Club v. Missouri Pub. 
Utilities Co. (Mo) PUR1915C 1017; 
Re Ft. Scott & N. Light, Heat, Water 
and P. Co. (Mo) PURI9I5F 512; 
Laclede v. Laclede Electric Light Co. 
(Mo) PUR1925E 373; Pillsbury v. 
Peoples Gas Light Co. (1914) 4 NH 
PSCR 337, 437; Siegfried v. Wash- 
ington Electric Co. (NJ) PUR 
1919A 588; in Re Tri-County Teleph. 
Co. (1920) 31, 32 Ann Rep NDRC 
65; Re Bay City Water Co. (Or) 
PUR1924E 653 ; in Re White Teleph. 
Co. (1913) 25 Ann Rep SDRC 593, 
21 A T & T Co Com L 607; Re 
Theresa Union Teleph. Co. (Wis) 
PUR1927A 687. 
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RE CITY OF CLINTONVILLE 


WISCONSIN PUBLIC SERVICE COMMISSION 


Re City of Clintonville 


2-U-2314 
July 11, 1947 


PPLICATION for authority to increase municipal plant electric 
1 \ and water rates; rate differential for extraterritorial service 
authorized and application in all other respects denied. 


Rates, § 429 — Municipal plants — Extraterritorial service — Rate differentials. 


A municipal water plant may include in the rate charged to general con- 
sumers outside the city an additional 25 per cent above urban rates to cover 
fire protection and other added costs experienced in furnishing such service, 
where within the city the cost of fire protection service is not included either 
separately or otherwise in the rates applicable to general consumers, but is 
levied as a direct charge against the city which, through its power of taxa- 
tion, is reimbursed for the cost to it of fire protection service furnished by 


the municipal plant. 


By the Commission: On January 
23, 1947, the city of Clintonville, 
Waupaca county, as an electric and as 
a water public utility, filed an applica- 
tion with this Commission for author- 
ity to increase its rates whatever 
amount is determined by the Commis- 
sion to be necessary. Proof of service 
of notice of said application upon the 
Federal Office of Temporary Control 
and of consent to the timely interven- 
tion of such agency in this proceeding 
was filed with the Commission on Jan- 
uary 23rd; and notice of investigation 
and hearing and assessment of costs 
was issued by this Commission on 
February 3, 1947. 


APPEARANCES: City of Clinton- 
ville, by C. C. Mullarkey, Attorney, 
Martin Lyon, Superintendent, Paul 
Dekarske, Member of Board of Com- 
missioners, Russell Weller, Member of 
Board of Commissioners and A. F. 


Peotter, Member of Board of Commis- 
sioners; P. A. Reynolds, Rates and 
Research Department and W. H. 
Evans, Rates and Research Depart- 
ment, of the Commission staff. 


The Clintonville municipal water 
and electric department requests an 
increase in electric rates in an amount 
to be determined by this Commission 
which will yield a return of at least 
6 per cent on its investment, and the 
establishment of a rate for water serv- 
ice to customers residing outside the 
city limits of 25 per cent above the 
rates for water service to customers 
residing within the city limits. 

The utility gave as one reason for 
its request to increase electric rates an 
anticipated increase in wages. The 
testimony brought out that wages are 
below the average for comparable 
work in the city, but the superintend- 
ent stated when questioned: “The de- 
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mand has not been made and so we 
have done nothing about it so far.” 
We do not believe that consideration 
can be given to increases in labor costs 
until a more definite commitment on 
Pay Roll 

Operating Capital 
$10,357 $1,432 
11,285 2,211 

Per cent increase 

1946 over 1945 

The increase in labor and materials 
charged to operation was $1,174. 
This was offset by a decrease in the 
cost of power of $4,876 in the same 
period. There was a large increase in 
labor and materials charged to capital 
in 1946. This increase does affect 
fixed charges. However, the additions 
to capital were largely used to connect 
eighty-four new customers. It will be 
be shown later that these new custom- 
ers have contributed enough additional 
revenues to offset any increases in op- 
erating or fixed charges. 

The utility also explained that funds 
on hand for expansion and improve- 
ment have been depleted because of 
the construction completed in 1946. 
Additions and replacements to plant 
have to a great extent been financed 
by using depreciation funds and profits 
from electric operations. If, however, 
the growth of operations requires cap- 
ital in excess of available funds, the 
customers of the utility should not be 
required to provide this capital. The 
utility must either borrow, or obtain 
the funds from the equity holders, or 
in this case, the city. 

The electric customers can be ex- 
pected to pay reasonable rates suffi- 
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Operating 
$1,777 
2,023 


the part of the utility is shown. The 
labor and material costs between 1945 
and 1946 separated as between operat- 
ing and capital costs are revealed in 
the following tabulation : 


Total 
Operating Capital 
$12,134 $4,000 
13,308 9,168 


9.7% 129.2% 


cient to cover all operating and fixed 
expenses incurred in rendering service. 

The cost of sewer operations in 
1946 amounting to approximately $6,- 
000 was charged as an income deduc- 
tion to the combined water and electric 
utility operations. This cost does not 


Materials 

Capital 

$2,568 
6,957 


constitute any part of the cost of op- 
erating either of the utility enterprises 
in which the city is engaged. The 
profit of the city from its utility busi- 


ness is, therefore, $6,000 greater than 
the profit which the utility’s books 
show as a result of the income deduc- 
tion thus made. 

The Commission’s staff has made 
an analysis of the evidence submitted 
and of the data in the annual reports 
from 1928 to 1946. We find that the 
utility has been managed very efficient- 
ly and that expenses have been kept 
to a level which compares favorably 
with other municipal utilities. Elec- 
tric rates have been voluntarily re- 
duced several times as reanings in- 
creased. 

The income account of the electric 
utility in 1945 and 1946 is compared 
with the same account for the first 
three months of 1947, in the table be- 
low: 
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Gross revenues 
Operating expenses 
Depreciation expenses 


* Utility charged $900, amount shown is the 


The net operating income for the 
first quarter of 1947 indicates that 
1947 earnings will be about the same 
as in 1946. The utility has not 
claimed that net operating income in 
1946 was insufficient to yield a 6 per 
cent return on its investment. Its 
position is that 1947 earnings will not 
be adequate. The data in the table 
above do not support the utility’s posi- 
tion. 

The evidence does not substantiate 
a need for an increase in rates at this 
time. It appears that the revenue from 
additional customers added by the ex- 
pansion in 1946 and from the increase 
in use of electricity by existing custom- 
ers more than offset increased expen- 
ses. Should the applicant’s expenses 
be increased further, it may then ap- 
ply for an increase in its electric 
rates. 

The record shows that there are five 
water customers located outside the 
city limits. There is a possibility that 
more will be added in the future. The 
utility now applies the same rate to 
these customers as it does to customers 
residing inside the city limits. The 
water utility furnishes the water meter 
but requires customers outside the city 
limits to finance the extension. 

An analysis of the cost of service 
furnished within the city of Clinton- 
ville by the water utility indicates that 
in 1946 approximately 32 per cent of 
the total costs incurred were properly 


12 months ended Dec. 31, 
1945 1946 


$144,936 


120,870 
7,170 
4,449 


$132,489 
12,447 


First 3 months 
of 1947 


$40,270 

33,794 

1,901 
1,300* 


$36,995 
3,275 


$135,272 
7,607 


staff’s estimate based on 1946 tax ratios. 


allocable to fire protection service. 
Within the city the cost of fire protec- 
tion service is not included, either sep- 
arately or otherwise, in the rates ap- 
plicable to general consumers, but is 
levied as a direct charge against the 
city. Through its power of taxation 
the city is reimbursed for the cost to 
it of fire protection service furnished 
by the water utility. 

The furnishing of water to suburban 
users necessarily includes some ele- 
ment of fire protection service for 
which no separate compensation is re- 
ceived. It is, therefore, proper that 
there be included in the rate for gen- 
eral service a differential to cover the 
costs incurred by the utility in main- 
taining water service at an adequate 
pressure to fight fires, and for other 
additional costs incurred in furnishing 
service in suburban areas. 

In view of the costs of fire protection 
service within the city, it would be rea- 
sonable to include in the rates charged 
to general consumers outside of the 
city an additional 25 per cent above 
urban rates to cover fire protection and 
other added costs experienced in fur- 
nishing such service. 

The Commsision finds: 

1. That the existing rates of city of 
Clintonville as an electric public utility 
are reasonable and lawful. 

2. That the existing rates of the 
city of Clintonville as a water public 
utility for water service outside the 
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corporate limits of said city are un- 
reasonable. 

3. That rates for general water 
service outside the corporate limits of 


the city of Clintonville 25 per cent 
above the rates for such service inside 
said corporate limits are reasonable 
and lawful. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Re Wynnefield Steam Heat Company 


Application Docket No. 67614 
August 5, 1947 


PPLICATION by heating utility for authority to abandon op- 
l \ erations and to dissolve; approved. 


Depreciation, § 6 — Allowability of charge — Service discontinuance — Sale of 


property. 


1. No weight should be given to charges to operating expenses for deprecia- 
tion, in considering whether a utility which has been authorized to dis- 
continue service is conducting its business at a loss, since provision for 
depreciation is academic where the plant must soon be salvaged at the best 


price obtainable, p. 95. 
Expenses, § 57 — Interest. 


2. Interest may not be properly charged to operations in any year in excess 
of the amount specifically applicable to that year, p. 95. 


Service, § 230 — Abandonment — Justification — Financial sacrifice of continu- 


ance. 


3. A heating utility should be permitted to abandon service tmmediately if 
the utility can operate for another season, as previously ordered, only at a 


serious financial sacrifice, p. 96. 


By the Commission: This matter 
refers to an application filed by 
Wynnefield Steam Heat Company un- 
der date of July 25, 1946, for a cer- 
tificate of public convenience evidenc- 
ing the Commission’s approval to ap- 
plicant to abandon and surrender all its 
rights, powers, franchises, and privi- 
leges and any service applicant was 
then rendering, pursuant to § 202(d) 
of the Public Utility Law of May 28, 
1937, P.L. 1053, as amended. 

On June 20, 1947, Stuart L. Kirk 
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and Charles E. Reilly were appointed 
receivers of applicant, by the court of 
common pleas, No. 7 of Philadelphia 
county, as of June term, 1947, No. 
1270. On June 24, 1947, the Com- 
mission issued its order approving the 
application, subject to the condition, 
however, that service would not be dis- 
continued until June 1, 1948. Under 
date of July 11, 1947, the receivers 
petitioned the Commission for a modi- 
fication of the order entered by the 
Commission, dated June 24, 1947, so 
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RE WYNNEFIELD STEAM HEAT CO. 


as to eliminate the condition that the 
approval thereby granted shall not be- 
come effective until June 1, 1948, and 
to make said order effective immedi- 
ately upon the date of the entry of 
the modification order herein prayed 
for. 

The order of June 24, 1947, was 
based upon evidence entered of record 
by applicant and several groups of 
protestants. In the petition of the re- 
ceivers for modification of that order, 
allegations were made indicating that 
the receivers could not secure the 
funds necessary to permit the begin- 
ning of operations in September, 1947, 
and that operations in the next heat- 
ing season could not be conducted, ex- 
cept at a greater loss than in the past. 

The order of June 24, 1947, requir- 
ing operations for another season, was 
predicated largely upon an estimate by 
applicant that it was able to operate 
in the 1946-1947 heating season at a 
profit of $2,289.15, after provision for 
depreciation. At the hearing on July 
29, 1947, evidence was received for the 
purpose of making available additional 
data upon which to base an order dis- 
posing of the petition for modification. 
At the hearing applicant and all prot- 
estants were represented by counsel. 
Protestants submitted no additional 
evidence, confining their particiation 
to cross-examination of applicant’s 
witnesses. The matter was submitted 
on the record, all parties waiving the 
filing of briefs. The matter is now be- 
fore us for disposition. 

The main reasons given by peti- 
tioner for modification are that: (1) 
operations for the fiscal year ended 
May 31, 1947, were conducted at a 
loss of $9,880.33 before depreciation, 
or $20,268.14 after depreciation; (2) 


substitute heating facilities can be in- 
stalled for all consumers before the 
next heating season; (3) the number 
of consumers who would use appli- 
cant’s facilities for the coming sea- 
son has decreased to 290, and; (4) 
petitioners are unable to obtain suf- 
ficient funds to resume operations for 
the coming season. 

[1] In considering the disposition 
of the petition for modification, no 
weight should be given to charges to 
operating expenses for depreciation, in 
view of the impending complete dis- 
continuance of service. Applicant in- 
tends to salvage its plant at whatever 
amounts may be received therefor and 
any provision for annual depreciation 
would be academic. The loss of $9,- 
880.33, before depreciation will, there- 
fore, be used as a starting point from 
which to attempt to determine what 
operations in another season would 
produce by way of earnings or losses. 

The record shows that the number 
of consumers decreased from 358 at 
the beginning of the 1946-1947 season 
to 290 at the close of the season and 
that applicant has been notified by ad- 
ditional consumers that they are con- 
verting their premises to other means 
of heating. This substantial loss of 
consumers, based on revenues actually 
paid by them in the 1946-1947 sea- 
son, would reduce applicant’s operat- 
ing revenues in the next season by ap- 
proximately $49,090.50. An offset- 
ting factor, however, is that 2,137 less 
tons of coal would be needed which 
would result in a saving of coal cost 
amounting to $13,420, based on the 
average cost of coal of $6.28 per ton 
in the 1946-1947 heating season. 


[2] In determining the loss of $9,- 
880.33, before depreciation, applicant 
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included as an operating expense $18,- 
693.78, representing interest on ad- 
vances by stockholders, for the period 
from November, 1937, to May 31, 
1946, inclusive. By no accounting 
process can interest properly be 
charged to operations in any year in 
excess of the amount specifically ap- 
plicable to that year. Therefore, in 
estimating probable future operating 
results the amount of $18,693.78 must 
be eliminated as a charge to expense. 

The foregoing are the principal 
items entering into adjustments re- 
quired to estimate what the operating 
income or loss would be if applicant 
operated for another season. by giv- 
ing appropriate consideration to the 
important additional factors to be con- 
sidered, it would appear that applicant, 
if required to operate for another sea- 
son would sustain a loss, before any 


charge for depreciation of at least $26,- 
856, as shown below: 


Loss, before depreciation as shown by 
applicant’s evidence, for 1946-1947 
season 

Add: 

Loss of revenues due to disconnec- 


tions by consumers 49,090 


$58,970 
Deduct : 
Interest charge in 1946-1947 
applicable to 1937-46 ... $18,694 
Saving in fuel cost due to 
disconnections con- 


sumers 13,420 32,114 


Estimated loss in 1947-1948, before 

provision for depreciation 

This estimated loss of $26,856 does 
not take into account disconnections 
by consumers from the lines of appli- 
cant after May 31, 1947. 

As stated, the estimated loss of reve- 
nue to applicant by reason of discon- 


nections by consumers to May 31, 
1947, amounts to $49,090. On cross- 
examination by counsel for protestants 
it was developed that in the 1946-1947 
heating season three-fourths of this 
amount was received from the Reilly 
family or the Reilly corporations. In 
view of the fact that members of the 
Reilly family are the principal stock- 
holders of applicant, the implication 
was made that they deliberately caused 
a loss of customers in order to make a 
showing that applicant could not op- 
erate for another season at other than 
a substantial loss. That this position 
is untenable is apparent when it is 
considered that all consumers of ap- 
plicant were initially notified approxi- 
mately one year ago of the intended 
complete discontinuance of service and 
that all consumers had an equal oppor- 
tunity to arrange conversions to an- 
other type of heating. 

[3] In view of that fact that ap- 
plicant could only operate at a serious 
financial sacrifice for another season 
we are of the opinion and find that 
complete discontinuance of service 
should be permitted to become effec- 
tive immediately. Intelligent regula- 
tion and sound principles of law pro- 
hibit this Commission from forcing 
this utility to continue to operate at 
a loss (Texas R. Commission v. East- 
ern Texas R. Co. 264 US 79, 68 L ed 
569, PUR1924C 407, 44 S Ct 247); 
Therefore, 

It is ordered: That the Commis- 
sion’s order dated June 24, 1947, be 
and is hereby modified to permit ap- 
plicant to discontinue steam heat op- 
erations immediately. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Will Spend $45,000,000 
In Next Four Years 


AS a part of a planned program, the gen- 
erating capacity of the New York Elec- 
tric & Gas Corporation has been doubled since 
1939 with an expenditure of $48,000,000 on new 
construction and equipment. Another $45,- 
000,000 will be spent during the four years 
ending in 1950, a total of about $93,000,000 for 
the ten-year period. This is nearly equal to 
the total New York State Electric & Gas 
gd in 1939, according to company offi- 
cials. 

Highlights of the company’s current and 
planned expansion program include: 

1—Construction of the 45,000 horsepower 
Hickling station, now under way at East Corn- 
ing. 

2—Expansion of the 60,000 horsepower 
Greenidge station at Dresden. The program 
will double the plant’s generating capacity. 

3—Expansion of the Jennison station at 
Bainbridge. The addition will supplement the 
plant’s 45,000 horsepower unit and increase 
its total generating capacity to 90,000 horse- 
power. 

4—Expenditure of approximately $5,300,- 
000 during the next three years on new high 
tension lines and substation improvements. 

The equipment for the additions to the 
Greenidge and Jennison stations was ordered 
many months ago. 


W. J. Ridout Joins EEI as 
Rural Service Manager 


1 YF ipsa J. Ripout, agricultural engineer 
with the North Carolina Extension 
Service, has joined the Edison Electric In- 


stitute as rural service manager, according to 
an announcement by Charles E. Oakes, presi- 
dent of the Institute. In his new position, Mr. 
Ridout will supervise the farm electrification 
activities of the EEI, and will assist the vari- 
ous committees of the Institute’s farm sec- 
tion. 


$13,829,504 Program Planned 
By Indianapolis Pwr. & Lt. 


tener INDIANAPOLIS Power & LicHt Com- 
PANY’S construction budget for this year 
through 1950 includes $13,829,504 for the 
White river generation station and its trans- 
mission line connection with Indianapolis. 
Work is now in progress at the plant, located 
about 18 miles southwest of Indianapolis. 
Also included in the 1947-1950 budget are 
$6,620,158 for further developing the four 
existing local power plants ; $13,443,860 for ex- 
tending and improving the transmission and 
distribution systems; $192,500 for improve- 
ments to the steam distribution system; and 
$1,114,130 for miscellaneous expansion needs. 


Ripley Company Establishes 
Street Lighting Division 


NE hundred per cent control of outdoor 
lighting facilities by daylight itself is the 
goal announced in the establishment of a street 
lighting division by a manufacturer of indus- 
trial applications of the photo-electric cell, the 
Ripley Company, Inc., Middletown, Connecti- 
cut, according to F. A. Rudolph, president. 
Heading the new division will be A. Reece 
Taylor. Mr. Taylor received his engineering 
degree from the Sheffield Scientific School of 
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Yale University and has since served in 
England, the Far East, with Consolidated Edi- 
son Company of New York, Inc., and in the 
U. S. Navy destroyer program at Consolidated 
Steel Company, Orange, Tex. The new divi- 
sion will offer research, consultation service, 
and surveys to city street lighting officials. 

According. to Mr. Rudolph, the company’s 
Sunswitch light control already is used in 
streets in 42 of the 48 states and eight foreign 
countries and U. S. territories and by rail- 
roads, outdoor advertising sign makers, air- 
fields, etc. 


Southwestern Gas & Electric To 
Build Huge Power Plant 


RANK M. WILKEs, president of the South- 
F western Gas and Electric Company, an- 
nounced recently that his firm would begin 
work immediately on a huge power plant—one 
of the largest in the nation—on proposed Lake 
Cherokee, at a point seven miles southeast of 
Longview. It will serve all of East Texas. 

Simultaneously, it was disclosed by V. A. 
Clements, chairman, that good progress is 
being made on the Lake Cherokee project. 
Southwestern Gas and Electric is locating the 
150,000-kilowatt power plant in Gregg county 
because of the inexhaustible supply of water 
which will be offered by Lake Cherokee and 
the availability of natural gas in unlimited 
quantities. 


West Penn Power Co. Expands 
Mitchell Station Building Plan 


Ws: PENN Power COMPANY has an- 
nounced that the construction program 
under way at its Mitchell station, on the 
Monongahela river near Courtney, Pennsyl- 
vania, has been broadened to include installa- 
tion of a second 80,000 kilowatt turbo-genera- 
tor. 

The first unit of 80,000 kilowatts at the new 
station is expected to be put in operation in 
December, 1948, and the second unit will go 
into service about March, 1950. Total expendi- 
ture involved in the project, the company said, 
will be more than $25,000,000 


Forms New Automatic 
Controls Concern 


| peeseene of a new concern in the field of 
automatic controls, known as Robertshaw- 
Fulton Controls Company, through the mer- 
ger of Robertshaw Thermostat Company, 
Youngwood, Pennsylvania; Fulton Syphon 
Company, Knoxville, Tennessee, and Bridge- 
port Thermostat Company, Bridgeport, Con- 
necticut, was announced recently by John A. 
Robertshaw, president of the new firm. 

The organization of the company culminates 
a series of mergers combining five long-estab- 
lished companies, each a wholly owned sub- 
sidiary of Reynolds Metals Company. Two 
others included in the new set-up in addition 
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Show This to Your Medical Department 


Tests for Both Albumin and Sugar Can Now Be Made 
On Only One 5-Drop Portion of Urine 
With The Cargille Combination Urinalysis Sets 


No Liquid Reagents — No External Heating 


REFERENCE : Blatherwick, N. R., and Dworkin, Joseph H.: A Rapid Test for Albumin and Sugar 


in the Same Measured Sample of Urine, 


J. Lab. & Clin. Med. 32: 1042, August 1947. 


From the Biochemical Laboratory of the Metropolitan Life Insurance Company 


(Reprints of this article will be sent on request) 


FOR LABORATORY e@ 


FOR OFFICE e 


FOR BEDSIDE 


Ideal For Use in Making 
Physical Examinations of Employees 


Write For Leaflet U-ALB 


Cargille Scientific Inc. 


118 Liberty Street, 
New York 6, N. Y 
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_ slippery finish from floor maintenance methods used 
in a large office building caused eleven falls in six months. 
The problem was put to a Legge floor expert: “Give us 
polished, attractive floors which are Non-Slip.” 

After thorough study of floor conditions and mainte- 
nance facilities, the Legge representative introduced a 
practical program. Results: three years of good-looking 
floors without a single accident! 


A WORKABLE PLAN THAT KEEPS COSTS DOWN 


Similarly, in hundreds of leading buildings, institutions 
and plants, Legge scientific floor maintenance, engineered 
to individual 
problems by 
trained techni- 
cians, has pro- 
vided smart- 
looking floors 
with SAFETY. 
Because each 
Legge program 
is tailored to 


your needs... 


because Legge investigates, prescribes and instructs main- 
tenance crews in effective techniques... you get a workable 
plan which gives you lastingly Non-Slip floors at lower cost! 

Users report 50% less floor maintenance labor with the 
Legge System; 25% less materials; restoration of mal- 
treated floors; effective floor preservation. And you reduce 
accidents up to 95% .. . effect impressive savings in com- 
pensation and liability payments, lowered insurance pre- 
miums. 


GET BEAUTIFUL, SAFE FLOORS 
THIS PROVEN WAY 


The Legge — is the proven 


way to safe, lustrous floors: it is 
approved by leading testing labo- 
ratories; is recommended by casu- 
alty insurance companies. 

Find out how this valuable safety 
service gives you beautiful floors at 
low cost. Send for our free booklet, 
“Mr. Higby Learned About Floor 
Safety the Hard Way.” It’s yours 

without obligation. Just clip the coupon to your letterhead 
and mail. 


oe ae cae ac Me 


WALTER G. LEGGE CO., INC. 

11 West 42nd St., New York 18, N. Y. 
360 N. Michigan Ave., Chicago 1, Ill. 
Gentlemen: 

Please send me your free book, “Mr. 
Higby Learned About Floor Safety the 


! 
I 
i 
1 
Hard Way.” ' 
i 
i 
! 





Signed 
Title 

Type of Floor. 

Area ___.aq. ft. 


awn a commana ied 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








INDUSTRIAL PROGRESS—( Continued) 





NOV. 6, 1947 





MAXIMUM CONTACT 
provided by V-groove con- 
ductors protected by bev- 
elled slot. 


PRECISION MADE, 
with rigid inspection. 
Smooth accurate threads 
assure maximum pressure 
— permanently main- 
tained. 


For taps, dead-ends, par- 
allel connections, etc., in 
any location. Can be fur- 
nished in bronze or alumi- 
num. Re-usable over and 
over. 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. Sold by Leading Wholesalers 


The COMPLETE Line of 
Conductor Fittings. 


PENN-UNION 


On 8k, 5 Ok SE Om & SE ® | FITTIng ™ 








to those merged recently, are American 
Thermometer Company, St. Louis, and Gray- 
son Heat Control, Ltd., Lynwood, California. 

The officers, besides Mr. Robertshaw, are R. 
S. Reynolds, chairman; J. V. Geisler, execu- 
tive vice president; T. T. Arden, executive 
vice president; R. S. Reynolds, Jr., financial 
vice president; Walter H. Steffler, secretary 
and treasurer, and Walter L. Rice, general 
counsel. 

According to Mr. Robertshaw, the purpose 
of the merger is to integrate the development, 
manufacture, and merchandising of a com- 
plete line of automatic controls for household, 
automotive, industrial, and commercial use. He 
added that with the coddinating of research and 
the interchange of engineering, the new com- 
pany will be able to serve more efficiently its 
customers in these growing fields. 


Alabama Power Co. Planning 
Large Expansion Program 


Am Power CoMPANY recently an- 
nounced another expansion and develop- 
ment program unofficially estimated to involve 
an expenditure of between $10,000,000 and 
$15,000,000. 

Thomas W. Martin, president, said the com- 
pany has placed an order with General Elec- 
tric Company for an additional steam electric 
generator of a maximum capacity of 100,000 
kilowatts for delivery the latter part of 1950. 

Although details of the program are to be 
worked out, Mr. Martin said the new facility, 
the largest in the company’s system and one 
of the largest in the nation, will be installed as 
a new unit at Gorgas or at Gadsden. 

The new generator is part of a continuing 
program to develop fully the state’s electric 
utility industry and which will, over a period 
of years, involve an expenditure of more than 


$50,000,000. 


Westinghouse Constructing Two 
Unusual Turbines 


Fl gree the unprecedented number of new 
central-station turbines now beginning 
construction at the steam division of Westing- 
house are two of unusual engineering interest. 
One is a 65,000-kw triple cylinder for Boston 
Edison Company. The other is a 30,000-kw 
turbine for Dow Chemical Company. The 
steam conditions, while high, are not unusual, 
but the unit will employ steam reheating to an 
uncommon degree. 

Steam is to be supplied at 1,450 psig and 
1,000 degrees F. Steam enters the high-pressure 
turbine at 1,450 psig and is exhausted at ap- 
proximately 365 psig. The steam then returns 
to the reheat boiler and reenters the interme- 
diate-pressure element at 1,000 degrees. The 
low-pressure turbine has an inlet pressure at 
approximately 40 psig and is of the conven- 
tional double-flow construction. 

The 30,000-kw turbine for Dow Chemical 
Company represents the most complicated au- 
tomatic extraction application of its size ever 
contemplated. The unit is designed to operate 
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MERCURY SWITCHES BY MERCOID 
HAVE THE ENDURANCE OF PROVIDING 


MILLIONS 





OF “MAKES” AND “BREAKS” IN THE ELECTRICAL CIRCUIT 





THEY ASSURE FULL Ts S USED EXCLUSIVELY 
PROTECTION AGAINST =F IN ALL TYPES OF 
SWITCH TROUBLES MERCOID CONTROLS 


Pressure Control 


BETTER AND MORE DEPENDABLE CONTROL PERFORMANCE 
INCLUDING MUCH LONGER AUTOMATIC CONTROL LIFE, 
FOR HEATING AND AIR CONDITIONING EQUIPMENT— ALSO 
FOR NUMEROUS IMPORTANT INDUSTRIAL APPLICATIONS 
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THE MERCOID CORPORATION, 4201 BELMONT AVENUE, CHICAGO 41, ILL. 
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with 1,250 psig, 825 degrees F at the throttle. 
Steam is extracted at 425 psig and again at 165 
psig. The unit exhausts at 25 psig. A hy- 
draulic governing system makes possible the 
controls for this unit ina relatively simple man- 
ner considering the duty to be performed. 


EEI Publishes Water Heater 
Installation Manual 


N Electric Water Heater Installation Man- 
A ual, which illustrates the principal wir- 
ing methods and other installation practices 
now used with electric water heaters through- 
out the country, has been prepared by the wir- 
ing committee of the commercial division, Edi- 
son Electric Institute, and published by EEI. 

The manual, which is the first section of a 
comprehensive appliance installation manual to 
be prepared by the committee, to cover those 
appliances requiring a a specific type of installa- 
tion work, pictures the major variations of 
electric and plumbing connections found in the 
industry, according to R. F. Hartenstein, com- 
mittee chairman. 

A total of eight electric water heaters in- 
stallation methods as developed for use with 
one meter are shown, together with several 
adaptations of the two meter method, and sug- 
gested plumbing diagrams. All installations 
covered utilize the standard two-element water 
heater, known as the NEMA standard. 

The manual is available from Edison Elec- 
tric Institute, 420 Lexington avenue, New York 
17, New York, at 50 cents per copy. 


Construction Loans Announced 


ONSTRUCTION loans — chiefly for distribu- 
tion lines, system improvements or new or 

additional generating capacity—recently were 
made to the following enterprises by the Rural 
Electrification Administration : 

Talquin Electric Cooperative, Quincy, Fla., 
$330,000. 

Southwest Electric Codperative, Bolivar, 
Mo., $500,000. 

Darke Rural Electric Codperative, Green- 
ville, Ohio, $55,000. 

Gibson County Electric Membership Cor- 
poration, Trenton, Tenn., $610,000. 

Forked Deer Electric Codperative, Halls, 
Tenn., $425,000. 

Rusk County Electric Cooperative, Hen- 
derson, Tex., $275, 

C and L Rural Electric Codperative Cor- 
poration, Star City, Ark., $595,000, 

Ozark Electric Cooperative, Mt. Vernon, 
Mo., 

Tri- County Electric celgeretive Associa- 
tion, Lancaster, Mo., $353, 

Lamar County Electric Erlesadis Asso- 
ciation, Paris, Tex., $350,000. 

Dairyland Power Codperative, La Crosse, 
Wis., $2,976,000, 

Steuben Rural Electric Codperative, Bath, 
Nae Y El — Cc S 

- ectric ooperative, Seymour, Tex., 
$250,000. 
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Central Virginia Electric Codperative, Lov- 
ingston, Va., $515, 

Northern Idaho Rural Electrical Rehabili- 
tation Association, Sandpoint, Ida., $365,000. 

Minnesota Valley Cooperative Light and 
Lg Association, Montevideo, Minn., $600,- 


Central Electric Power Association, Car- 
thage, Miss., $785,000. 

Butler Rural Electric Codperative, Hamil- 
ton, Ohio; $85,000. 

Firelands Electric Codperative, New Lon- 
don, Ohio, $110,000, 

Santee Electric Codperative, Kingstree, 
S. C., $385,000. 

Whetstone Valley Electric Association, 
Milbank, S. D., $250,000 

Robertson Electric Codperative, Franklin, 
Tex., $272,000. 

Polk-Burnett Codperative, Centuria, Wis., 
$615,000. 

Plumas Sierra Rural Electric Codperative, 
Portola, Calif., $200, 

Fergus Electric Codperative, Lewistown, 
Mont., $540,000. 

Big Bend Electric Cooperative, Ritzville, 
Wash., $415,000. 

Waushara County Electric Cooperative, 
Wautoma, Wis., 

Carteret-Craven Electric wax Cor- 
poration, Mo-ehead City, N. C., 

Guadalupe Valley Electric Cobperative, Cost, 
Tex., $50,000. 

Chesapeake Islands Electric Codperative, 
Tangier, Va., $20,000 

Peace River Valley Electric Membership 
Codperative, Wauchula, Fla., $285, 

Glidden Rural Electric Codperative, Glidden, 
Iowa, $100,000 

Anoka County Codperative Light and Power 
Association, Anoka, Minn., $500,000. 

West See Electric Cooperative, Dickin- 
son, N. $400, 

United kon Electric Codperative, Kenton, 
Ohio, $85,000 

Kiwash Electric Cooperative, Cordell, Okla., 
$340,000. 

Hot Springs County Rural Electric Associa- 
tion, Thermopolis, Wyo., $180,000. 

Ozark Rural Electric Codperative Corpora- 
tion, Fayetteville, Ark., $705, 

Tipmont Rural Electric Membership Cor- 
poration, Linden, Ind., $125 

Big Flat Cooperative, ag Mont., $150,- 


Black River Electric Codperative, Sumter, 
S. C., $565,000. 

Deaf Smith County Electric Codperative, 
Hereford, Tex., $350,000. 

Grant Electric Codperative, Lancaster, 
Wis., $80,000. 

Covington Electric Cooperative, Andalusia, 
Ala., $1,080,000. 

Amicalola Electric Pareto Corpora- 
tion, Jasper, Ga., $100,000. 

Cedar-Knox County Rural Public Power 
District, Hartington, Neb., $335,000. 

Panola-Harrison Electric Codperative, Mar- 
shall, Tex., $100,000. 

Bayfield Electric Codperative, Iron River, 
Wis., $420,000 
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For built into every CLEVELAND are just 
exactly those features required to assure 
peak performance in all types of soil 
and terrain, including such pioneered 
CLEVELAND features as... 


@ Unit Type Construction 

© Transmission Controlled Speeds 
¢ Flush Mounted Buckets 

© Welded Steel Fabrication 

@ Trailer Mobility 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE ° CLEVER 17, OHIO 
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ONL - SEALING METAL AND DYNAMICALLY BALANCED 
RING TIMING GEARS 
\ 
7-bearing crankshaft, with Tocco- i ‘ " % , > 
hardened journals. Aluminum alloy f /¥i — ta ; 
pistons with four rings. Replaceable , i * — 
multiple-layer bearings. 9 ee gti \ ~ 
“4 
~ 


Rugged, dependable rear axles— 
single-speed; single-speed, double- 


reduction, and peed. dob 








(EVIDENCE 


*EAND ECONOMY OF 


# ROM radiator to rear axle, these 
g heavy-duty trucks were especially 
engineered and built for long, eco- 
nomical service. 
They're powered by two brilliant 
truck engines, of 282 and 331 cubic 
inch displacement. Horsepower-to- 
weight ratios reach a new high! These 
engines develop 225 and 270 pound- 
feet of torque respectively—and main- 
tain high torque output over a wide 
speed range. 
Engine cylinder walls, of chrome nickel 
y= ammolybdenum alloy cast iron, are so 
cs ard that wear is almost non-existent. 
alves are made of silchrome, a spe- 
ial valve material of exceptional dura- 
bility. For long life, exhaust valves are 
odium-cooled; valves and valve seat 
inserts are stellite-faced. 


Everywhere, unnecessary surplus 
ight is eliminated by improved de- 
n and advanced metallurgy. New 
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Stellite-faced exhaust valves 
and seat inserts. (All vaives 
and valve seat inserts are of 
hard, durable silchrome.) 


2 Sodium-cooled exhaust valves. 
3 Rustproof water distributing 


nd strictly heavy-duty clutches, and ' 4 tube for exhaust valve seat 


remarkably efficient five-speed trans- 
ission—coupled with rear axles of 
new design—provide a highly efficient 
fransmission of torque to the wheels. 


cooling. 





4 Large water pockets surround 
valve stems for quick heat 
dissipation. 
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This highly effective cooling system is an 
important reason for the greater economy, 
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PUBLIC UTILITIES 
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The national reporting service, 
containing authentic decisions 
of commissions and. courts , 

2) dealing with the problems of 
Annval Subscription utility regulation. Five vol: 
Price umes a year—$7.50 each. 


$43.50 Annual Index—$6. 


P. U. R. 


PUBLICATIONS AND SERVICES 


Essential to those interested in the public utility 
industries, their regulation and allied topics. 


PUBLIC UTILITIES 
Fortnightly 


A magazine of current opinion 
and news, conducted as an 
open forum and containing 
discussions of firing-line prob- 








lems; also summaries, anoly- $15 
ses and explanations of day- Twenty-Six 
to-day developments. Issues @ Year 








P.U.R. 


Cumulative 


DIGEST 


The only complete and avthorita- 
tive encyclopedia of Public Service 
$162.50 law and Regulation. A life-time 
With Current Digest.; kept up-to-date by annual 
Pocket Parts supplements. 











P.U.R. EXECUTIVE 
Information 
Service 


A Weekly Letter from the Na- 
tion's Capital,. highlighting im- 
portant happenings, trends and 
policies. Reading time: 20 
minutes. 





$12.50 
Quarterly 








SEC 


A brief and pointed digest of 
the administrative rulings of the 
Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. Issved 
twice each month. 








$25 Qvarterly 


FEDERAL UTILITY REGULATION ANNOTATED 
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FPC 


A brief and pointed digest of 
the administrative rulings of 
the Federt! Power Commission 
under the Federal Power Act 
and the Natural Gas Act. Is- 
sved once each month. 





$36 Annually 








VOL. 1 (SEC) 


A complete annotation of the 
Public Utility Holding Company 
Act, with the Commission's rules 
and regulations, full index and 
periodical upkeep supplements. 





Price: $12 


FEDERAL UTILITY REGULATION ANNOTATED 





VOL. 2 (FPC) 


A complete annotation of the 
Federal Power Act and the Na- 
tural Gas Act, with the Com- 
mission's rules and regulations, 
full index and periodical up- 
keep supplements. 





Price: $12 








_ PUR. 
Question Sheets 
Twenty-Six Issues Annually $10 








Ten brief questions on up-to-date 
problems, answered by the commis- 
sions and courts. An easy way for a 
busy man to keep informed on current 
utility regulation. 








ae 


Send for our catalogue describing these and other publications 


PUBLIC UTILITIES REPORTS, inc. 


MUNSEY BUILDING 


WASHINGTON 4,0.¢. [ray 
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ES 
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HYDRAULIC TURBINES 
— and — 
a ACCESSORY EQUIPMENT 
kkk 
y PRESSURE VESSELS 
kkk 


ae STEEL, IRON and 
BRASS CASTINGS 


xk 


HEAVY FORGINGS— 


ROUGH or 
COMPLETELY MACHINED 


x ** 


NEWPORT NEWS SHIPBUILDING 
and DRY DOCK COMPANY 


Newport News, 
VIRGINIA 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. > » > 





Tue American Arprpraisat Company 


ORIGINAL COST STUDIES « VALUATIONS ¢ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
vow. vone PHILADELPHIA cucade 


PACKARD BUILDING 











ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


Fe Ford, Bacon & Davis 


BsDd VALUATIONS Engineers ee ake 


REPORTS 
NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 

















GILBERT ASSOCIATES, Inc. 





SPECIALISTS 
—menrgy “84 POWER ENGINEERING SINCE 1906 5. -nssing and Expediting, 


Steam, Electric, Gas, Hydro, . 
Designs and Construction, : ses : Rates, Research, Reports, 
Serving Utilities and Industrials Sccmsnet tebleneh: 


Operating Betterments, 
Reading - Philadelphia Original Cost Accounting, 


Inspections and Surveys, 


Feed Water Treatment. Washington * New York Accident Prevention. 














FREDERIC R. HARRIS, INC. 

FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 
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PROFESSIONAL DIRECTORY (continued) 


Tee Rhu lj ian 


2 ee, . CONSTRUCTORS 





1518 Walnut Street Philadciphia 2, Pa 


New York 6 7 Washington 5 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Boston 10, Mass. Washington, D. C. 











f Complete Services for GAS and ELECTRIC Utilities 


DESIGNING «+ ENGINEERING « CONSTRUCTION 
PIPING * EQUIPMENT « SURVEYS ¢ PLANS 


Complete Plon Additions or Installations : - 
every detail geared to more profitable operation ENGINEERS . CONSTRUCTORS * MANUFACTURERS 


finery Catalog etc for details 





(Professional Directory C ontinued on Next Page) 
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PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 


DESIGN 








SANDERSON & PORTER 
ENGINEERS Sap 
AND 


CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, lil. 








E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 


Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 


Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 
1309 Liberty Bank Building Dallas 1, Texas 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—A ppraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 











ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 


Consulting Engineers 


Water, Sewage and Industrial Waste Problems 
Alrfiel Refuse Incinerators, industrial Bulidings 
City Planning, Reports, Valuations, Laboratery 


1528 WALNUT STREET PHILADELPHIA 2 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and re- 
ports, design and su ision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 
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PROFESSIONAL DIRECTORY (concluded) 





EARL L. CARTER 
Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Blectric Building 


Indianapolis, Ind. 


FRANK O’NEILL 


Public Utility Consultant 
327 South LaSalle Street, Chicago 4, Illinois 


A rT) a 


ing, jal, insurance, tax, rate case 
work ard original cost studies. 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


ROBERT T. REGESTER 


Consulting Engineer 


Hyprautic Strucrures — UTIities 
FLoop Contro: — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 








Francis S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation — Service Life : 
Studies — Construction Cost Indexes — 
Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 


A. S. SCHULMAN ELgEctric Co. 


Contractors 


TRANSMISSION LINES—UNDERGROUND DistRI- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SouTH DEarBorN St. CHicaco 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


PUBLIC UTILITIES AND INDUSTRIALS 
SUPERVISION OF eee he UCTION 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 
REPORTS — EXAMINATIONS — APPRAISALS 


BOSTON NEW YORK 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 


MANFRED K. TOEPPEN 
ENGINEER 
CoNSULTATION—I NVESTIGATION—REPORTS 
MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 
MATTERS 


261 Broadway New York 7, N. Y 

















LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatzie St., Cuicaco 





WESTCOTT & MAPES, inc 


ARCHITECTS & ENGINEERS 


INVESTIGATIONS °* REPORTS 
DESIGN ¢ SUPERVISION 


New Haven, Connecticut 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Al & Friel, inc., Engineers 
American Appraisal Company, The 


Babcock & Wilcox Seneenr wg 

Barber Gas Burner Company 

Black & Veatch, Consulting a ena 

*Blaw-Knox Division of mpeg Company 


c 


Cargille Scientific, Inc. ... 1... cece eee eeeeceees 22 
Carter, Earl L., Consulti Engineer 

Cleveland Trencher Co. we 

*Combustion Engineering Company, Inc. 

Crescent Insulated Wire & Cable Co., Inc 


Day & Zimmermann, iInc., 
Dodge Division of Chrysler Corp 


Ebasco Services, Incorporated 
Electric S$ Battery Company, The 
Electrical Testing Laboratories, Inc. 


Farm Management Associates é ve 
Ford, Bacon & Davis, Inc., he eee 
*Ford Motor Company 





Haberly, Francis S., Consulting Engineer 
Harris, Frederic R., Inc., Engineers 


International Harvester Company, = o90endarse 
- nside Back Cover 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 


* Fortnightly advertisers not in this issue. 


Kinnear Monsfustwing Compose. The 
Kuljian Corporation, The, Engineers 


Lefier, William S., ae 
Legge, Walter or ‘Co., 

Loeb and [anes cea np 
Lougee, N. A., & Company . 
Lucas & Luick, Engineers 


Main, Chas. T., Inc., Engineers 
*Marmon-Herrington Co., Inc. 
Mercoid Corporation, The 


Newport News Shipbuilding & Dry oe Co. 
Norwalk Valve Company Insi 


Pritcha & Com 
Public Uthity yo hy v4 Service Corporation 


Recording & Ea hone! Sd 
souaeter. Robert T 

emington Rand Inc. 
feed Corporation 





Sanderson & Porter, Engineers 

Sangamo Electric Company 

Sargent & Lundy, Engineers 

Schulman, A. S., Electric Co., Contrac 
Sloan, Cook : Lowe, Consulting Engineers 
Steinberger, E. . Engineer 


T 


Toeppen, Manfred K., Engineer 


Wosteet? 2S 
White, J 











NTERNATIONAL 
Crawler Speeds 
ole Frame Assembly 


D-9 reduces labor requirements 
for field job 


ection of high voltage power lines near 
elbyville, Illinois, is accomplished 
th International TD-9 Diesel Crawlers 
d10-man crews. Previously this work 
quired 120 men. Now three tractors 
d 30 men do the job speedily and at 
ered cost. 

Two crews assemble pole frames along 
e power line route. A third crew digs 
e post holes and erects the assembled 
ames. Through the use of Interna- 
bnal [D-9’s the work is eased to the 
bint where no man in any crew has to 
t more than 50 pounds. The tractor 
th its home made “A” frame hoist 
bes ali the heavy work. 

There are many such applications in 
ich International Diesel Crawlers, 
heel Tractors and Power Units save 


time, trouble and money. Consult the Inter- 
national Industrial Power Distributor near you 
for aid in selecting the power and equipment 
that will improve the efficiency of your con- 
struction and maintenance crews. 


Industrial Power Division 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue + Chicago |, Illinois 


INTERNATIONAL [.} Industrial Power 
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ize up transit like any industrial load 
and you'll get a new slant on its long-range 

Need new load? Probab! 
But 


oe 
value 
Y not, right now, 
undoubtedly you're thinking ahead— 
Planning what te do when new load is 
needed. As you size Up each 


j x 


industry, don't 


A BIG LOAD. Impartial studies show that 
there is an economic place for 20,000 addi- 
tional electric trolley coaches, 7500 Streetcars, 
and 4000 rapid-transit cars to replace worn- 

out equipment and to add to present transit 

fleets in the U.S. Based on the 

nual consumption of 175,000 kw-hrs per 
vehicle, the 31,500 electrics represent on an~ 
nuel load of 5.5 billion kw-hrs! in 
the load requires little servicing. 


@verage an- 


addition, 
A NON-PEAK LOAD in most instances. 


Studies show that transit’s maximum demands 





